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This document records the hoarin^of a Subcommittee 
its 3-month investigation of the College Housing Loan 
Academic Facilities i Loan Program, which are 
administered by the Department of Education. These programs have 
^awarded aboulp $5 billion in loans tp finance the construction of 
'Vaorraitories, dining halls, student Unions, and other /campus 
buildings. The loans have been made jat interest rate of around 3 
percent spread over 30 to 40 years f|pr each borrower. The majority of 
, the loans — 4.5 billion dollars worthy— were made for college housing. 
.Attention is directed to ways in whith effective and efficient 
management of programs can be achieved. General Accounting Office 
audits of the Department of Education's management of the program 
have, found the programs to be mismana^e^, and the Department of 
Education to be lenien-t to colleges tfiat have defaulted on their , 
loans, which was confirmed by th6 Sub<:ommittee's investigation. 



Included in this hearing are the Depaiftment of Education's audits of 
10 institutions that had loans in default. Problems 'were found in 
billing and collection, loan security land controls, program 
regulations, , staff utilization, and audit .and inspection fees. Six of 
thes^ l(t institutions were also in default Qifi >cademic facilities 
loans. The hear-ing also includes letters .a]!i?$ st^itementS of Department 
of Edu<OTton officials (Edward M. Elmen^^rf 7^ 'Ronald Kimberling, and 
Mitc>»ell L. Laine); Ss well as a paper ^ntitled ,?'Public Policy Debt 
Defednent for Higher Education Facilitifis Loans;" written by Joseph 
P. O'Neill, to attendees of a meeting sponsored b y th e Conference of 
Sipiall Colleges, .February 22, 1982 (minute^v-ffTTtrrel^ded) . (SW.) . ' 
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DEPARTMENT OF EDUCATION'S COLLEGE 
CONSTRUCTION LOAN PROGRAMS 



TUfeSDAY, ^lAY 15, 1984 ' 



• ^ * House of Representatives, * 

iNTERboVERNHE^^ITAL RELATIONS 

AND HxjMAN Resources Subcommittee 
OP THE Committee ON Government Operations, 
if. ^ ^ . Washington, DC. 

The subcommittee met, pursuantrto notice, "at 9:40 a.m.,, in, room 
2154/Rayburn House Office building, Hon. Ted Weiss (chairman of 
' the subcommittee) presiding. • * , 

Piesent: Reppesentatrve Ted Weiss and Robert S; Walkeh ; ' 
Alrfo present: James R. Gottlieb, staff director;^ Marc Smolonsk^* 
professional staff member^ Pamela H. Welch, clevk; and Martha 
-^Morrison, minority professional staff, Compiittee on Government 
Operations. ^ ^'^ 

^ OPENING STATEMENT OF^HAIRMAN WEISS 

V- Mr. Weiss. The subopmmittee will come* to^rder. Let the record 
sjjdw that a quorum is present. 

Today^Q hearing is based on a 3-month investigation by the sub- 
cominiitt$p of the College Housing Loan Program and the Academic 
Facilities Loah Progfam, which are administered by the Depart- 
ment of Education. . ^ " . 

The College Housing Loan Program was created in 1950 to allevi- 
ate housing shortages on our Nation's campuses caused by booming 
student enrollments. This program was run by the Department of 
Housing and Urban Developnuent until 1980 when it was trans- 
ferred to the Department of Education. 

The Academic Fftcilities%oan Pfogram was authorized in 1965, 
and was designed to fund the construction of academic facilities. 
The Academic Facilities Program ^as also created in response to 
an upsurge in college student enrollments. 

Together, these p(pgi:ams have awarded approximately $5 billion 
in loans to finance the construction of dormitories, dining halls, 
student unibnS) and other campus buildings. The loans have beetv 
made at an interest rate of around 3 percent spread over 30 to 40 

{rears for each borrower. The majority of the loans— 4.5 billion dol- 
ars' worth — were made for college housing.. 

, According^ to the Department of Education's records, nearly $163 
million in loans^are in default. Although this is a. small percentage 
of the $3 billion in loand still putstonding to more than 1,300 bor- 
rowers, the actual amoufit of^ delinquent funds is increasing, having 
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more than doubled since 1977. It is more important than ever to 
make sure the loans in cui^rent status do not go into default. 

These l<An programs have operated under little scrutiny for 
three decades. But in the last 2 years, the ^ucation Inspector Gen- 
eral and the General Accounting Office hav^ conducted audits of 
the Department of Education's management of the programs. The 
audits have found the programs to Be woefully mismanaged, and 
the Department to be extremely lenient to colleges that have de- 
faulted oa their loans. 

Staff of this subcommittee have conducted an independent inves- 
tigation and haVe found similar problems^^ 

Today's hearing is particularly timely because the Departiji^nt 
has Vecently published a regulation that would authorize discbunts 
of as much as 55 percejnt for colleges that prepay their loans under 
the College Housing Loan Program only. All schools— those that 
are current and those that are in default on their loans— will be 
.eligible Cor this discount. Theoretically,- this discount could result 
in the forgiveness of more thaji $1.5 billion if all schools take ad- 
vantage of the pending regulation. • • 

For example, one school that recently received a loan, of $4 mil- 
lion would be allowed to pay off its loao for $1.8 millionj if it ia 
allowed* takq advant^e of the discount. 

This discount regulation is based on a law passed by Congress in 
1983, which gives the Secretary o^ Education authority to discount 
these loans. .The authority expires on October 1, 1984. 

I believe it is critical to review the current status of the program 
before the discount regulation takes effect. I fear we may have 
simply created a giveaway for m^ny schools that have refused to 
pay their obligations to the Federal ^overntnent. 

The Department of Education seems to be operating under a 
double standard in *ite loan programs. On one' hand", the Deprart- 
ment is cracking down on students, who may owe thousand^ of dot^ 
lars each, but, on- the bther hand, the Department is bending over 
baekw&rd to be lenient to colleges that each owe millions of dollars. 
The only thing the colleges have in this case that the students do 
not is political clout, and that, it seems to me, is not a good enough 
reasonr for sHch inequitable treatmen^t. . 

The subcommittee's investigation has found college^ that lease- 
federally financed builclings to other Federal agencies while re- 
maining delinquent on their Education Department debt; colleges 
that divert revenues which belong to the Federal Government, and 
remain delinqilent on their debt; and colleges which continue to 
maintain payments on private loans but reijiain in default on their 
obligations td the Federal Government. We intend to find out today 
why these colleges have been treated with such lec^iency. 

Today, we will hear testimony of witnesses from the. Education 
Inspector General's Office and the Office of Postsecondary Educa- 
tion. 

• BeTore* we go on to the witnesses, let me ask the distinguished, 
ranking minority meniber, Mr. V^lker,^for his opening statement. 

Mr. Walker. Mr. Chairman, I thank you for the opportunity to 
make an opening statement. Apparently, the Speaker has nek ex- 
tended his gag order to this subcommittee yet, but I appreciarte it. 
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I would also note that we do have a, number of people with us 
, this morning. Evidently that is something that the Speaker regards 
as unique when I appear to speak, so I thank you for that, too. 

Seriously, Mr. Chairman, I do appreciate the opportunity to. 
review the administration of the College Housing and Academic 
Facilities Loan Programs here today. Howeveip^ I <;annot resist, the 
temptation to express a grave concern which initially comes to 
mind about these construction programs. Annijal appropriations of 
$40 million and yearly ofC-budget costs of over $210 million in- 
curred to maiHtaiti these low-interest loan programs strike me as 
ludicrous at a time when we face record high budget deficits and 
compound those expenditures with the decline in college enroll- 
ments or projected to decline, ^nyhow, over the next 10 years, and 
I must question the continued existence of such programs. 

That concern stated, the programs do exist, and we-are here 
today to discuss ways in which effective and efficient management 
of the programs can be achieved and maintained. 

While I hope that our -efforts will focus on delinquent institu- 
tions, thereby encouraging remedial action in future compliance, I 
also trust that we will keep our perspective. I believe it is impor- 
tant to recognize that the vast majority of our institutions of 
higher eduction have excellent^ track records with respect to loan 
" repayments. We have read a great deal about the probtem areas 
associated with the administration of these college construction 
loan programs. ^ 

I look forward now to hearing the thoughts of the Department 
and to learning about your efforts to improve the management* of 
the prografns— efforts which I trust are directed toward protecting 
the taxpayers' considerable investment. ^ ' 

Thank you, Mr. Chairman. 
^ Mr. Weiss. Thank you very much,*Mr. Walker. 

Our first witness will be Mitchell Laine, Assistant Inspector Gen- 
eral for Audit.- * . > 

Mr. Laine, iT you will approach the witness table. As yOu may 
know, it is the practice and tradition of this subcommittee and, in 
f^ct, all of the subcommittee^ of the Government. Operations Com- 
mittee,, to swear in all of our witnesses. And, we have done It with 
people from the Attorney General on down, so, if you would, raise 
your right hand. Do you swear or affirm that the testimony that 
yoa are about to give will be the truth, the*whole truth, and noth- 
irigl)ut the truth? 

Mr. Laine. I do. 
, Mr. Weiss. Thank you. 

You ijiaj^ pfpceed. 

STATEMENT ()V MITCHELL L. JL.AINE, ASSISTANT INSPECTOR 
GENERAL FOR AUDIT, OFFICE OF INSPECTOR GENERAL, DE- 
PARTMENT OF EDUCATION 

Mr Laine. Thank you, Mr. Chairman. 

Thank you for the opportunity to testify before your subcommit- 
tee on our audit and investigative findings related to the College 
Housing Loa^i Program and the Academic Facilities Loan Program. 
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Since the Department was established in 1980, the time at which 
the College Housing LoaJi^ Program was transferred to the Educa- 
tion Department,, the Office of Inspector General has performed* 
several audits related to -the two loan programs. We made a review 
of the management of the programs by the Office of Postsecondary 
Education [OPE] at the headquarters level. 

We also initiated a nationwide effort which included audits of 10 
institutions, identified jointly by OPE and OIG [Office of Inspector 
General], that ha<l loans in default. We have issued reports on each 
of these reviews. Based on the results pf this work^ we are develop- 
ing additional recompiendations for the Department, which will 
improve the management of tlie programs. 

Also, since 1980, we have investigated severaJ instances of sus- 
pected or alleged criminal wrongdoing related to the College Hous- 
ing and Academic Facilities Loan Programs. These instances in- 
volved improper use of loan funds, personal use pf property par- 
chased with college housing funds, and improper subcontracting . 
procediires. . * 

One allegation is still under investigation, and since none of the 
other allegations warranted ^im'inal prosecution, these cases were 
' closed. ' * 

I would 'lik-e^^to -summarize for you some of th^ findings and rec- 
ommendations from bUr completed audits. 

vWe made a survey of the management of tfie two loan programs 
to identify potential prqJbLem areas and to provide a basis fdr subse- 
quent detailed audits of rnstitutidns. Our survey disclosed problems 
in: One, billing and collection activities, two, loan security and con- 
trols, three, program regulations, four, staiff utilization, and five, 
audit and inspection fees. - 

We found that the fiscal agent had not always been provided 
with the necessary documents to initiate the billing and collection 
of loans. We looked at HI college housing loan files and found that 
21 had original loan documents, totaling $19.6 fnillion, which are 
required by the Federal Reserve Bank of Richmond t6 initiate bill- 
ing, still in the Department's files. In aldditibn, six 'original loan 
documents could not be Ipcated. 

•Eleven of the twenty-Qne loans should have been in the billing 
and collection cycle and had payments past due. We could only de- 
termine the amount of principal and interest paym^ts past due on 
6 of the 11 loans because the files did not have the information on 
the other 5. These six loansHotaled about $10 million with initial 
principal and interest payments totaling $23.1,967 past due. 

We recommended that the loan documents be forwarded to the 
Federal Reserve bank and a reconciliation be made of ED's records 
with the bank's records to enspre that all necessary documents are 
at the bank. ED officials J subsequently informed us that action on 
^our recommendations has been completed. 

We found that improvements were needed in loan ^curity and 
controls to protect the Government's interest in these loans. While 
we did not review all aspects of loan security and controls; we 
noted that security for loans at foyr institutions was questionable. 
Consequently, in the event of forfeiture, ED may not be able tp re- 
cover about $10.5 million loaned to these institutions. To improve 
areas where we found weaknesses, we recommended that OPE: 
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One, require that inspections and appraisals be perfornied at the 
sites bv qualified individuals prior to closing on loans, that legal 
Cbunsel representing ED be present at loan closings to protect ED*s 
interest and, two, assure that ED has a first mortage position on 
all loans where the institution constructed facilities on donated 
. property. 

In response to our report, officials told us that with one excep- 
tion our ;recommended actions were and had always been taken 
and had always been policy. They disagreed with \is on the need for 
having legal representation for the Department at loan closings be- 
cause representation by the school's attorney at loan closings was 
sufficient. We plan to review OPE's position on this finding in the 
near future. ^ 

The College Housing Loan Prjogram is directed toward alleviat- 
ing severe housing shortages. To be eligible for a loan, an institu- 
tion must establish that a sfevere housing shortage exists* at the 
time -of the application. However, we found that institutions are 
not required to establfsh that a ehwere housing shortage exists at 
the time of the execution of a \oan agreement. 

One institution had received a $4.75 million fund reservation in 
October l980, with co;istruction to be started by April 1982. A fund 
reservation, in ^effect, jndicates money has been set aside for a 
project. The institution was- granted an extension to October 1982. 
Prior to the final execution of the loan agreement in mid-1982, the 
availability of hpiMing for the institution's students increased to 
the point that a severe housing shortage was questionable. We rec- 
ommended that ED .regulations and loan agreements be revised to 
preclude final approval of the loan agreement when a severe short- 
age does not exist. 

In response to this recommendation, OPE indicated that it would 
not H-equire institutions to verify^ that a severe housing shortage 
exists at the time of final approval. OPE feels that this require- 
ment is not necessary because institutions are required to ,start 
construction within 18 months or the loan reservation will be' can- 
celed, OPE believes that economic conditions will not change 
enough in an 18-month jferiod to alleviate a severe housing short- 
age. We disagree and believe that providing for* cancellation of a 
loan reservation based on changed conditions, up to the time of 
final loan execution, would be beneficial. 

^Ve n©ted that OPE adopted a collection procedure which result- 
ed in its staff concentrating its efforts on delinquent loans, which 
account for about 5 percent of all college housing and acaoemic fa- 
cilities loans. Their emphasis on delinquent loans has precluded ef- 
forts by the staff to identify and provide technical assistance to in- 
stitutions 'with a high default potential. We recommended that 
OPE undertake such efforts. OPE officials informed us that they 
are in thelprocess of implementing our recommendation. 
. For each executed college housing loan, the U.S. Department of 
Housing and Urban Development [HUD] withheld funds from the 
institution for the purpose of paying for audits and inspections 
during ^he life /)f the project. When the Department of Education 
was formed, the Office of Management and Budget instructed HUD 
to transfer, the remaining audit and inspection fees to ED. The 
transfer was never made and, at the time of our review^ little had 
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been done by ED to initiate siich a transfer. We>^mated that the 
fees could range from about million to $4.£r million. We recom- 
mended <that ED formally request the fees from HUD. 

Since our review, ED has attempted to determine how much 
money should have been transferred. However, indicatio;is are that 
such a determination is difficult because: One, HUD commingled 
the audit and inspection fees with other funds since 1971, two, coU* 
lege housing loan records wer^ destroyed and, three, the money 
was used to pay general administrative expenses, such as salaries. 
Our review of ED's recent letters to HUD indicates that this issue 
has not been resolved. 

In addition to specific comments on the individual findings of our 
survey, OPE stressed that management was aware of some of thfe 
problems before the audit and had initiated corrective action^. 

After our survey work at OPE, we initiated* an audit of the Col- 
lege Housing and Academic Facilities Loan Programs. We chose for 
audit 10 institutions that were in default on their college housing 
loans. Eight of these institutions also had academic facilities loans, 
and six were in default on these loans. We have provided copies of 
the reports on these audits to the subcommittee. 

Mr. Weiss. A^Qthout objection, copies of those audits will be 
placed in the record at this point, 

[The material follows:] , ... 
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UNITED STATES DEPARTMENT OF EDUCATION 

Of riCK OF INt^KCTOR OKNKRAL 
THIRO A •ROAD HIILDINO M/t let 
ttOI THIRD AVBNUK' 
MATTtC. WAtHINOTON MItl 




Region X 



Audit Control No. 10-30012 
jiuneaO, 1963 



Dr. Glenn A. oldi 
President 

Alaska Pacific University 
Anchorage, AR 99504 

Dear Dr. Oldst 

Encvlosed for your Information and use is a copy of an ED OIG 
Office of Audit report titled, "AUDIT OF SELECTED ASPECTS OF 
>COLL?GE HOUSING AND ACADEfllC FACILITIES LOAN PROGRAMS, ALASKA 
PACIFIC UNIVERSITY, ANCHORAGE, ALASKA." 

Your comments dated June 6, 1983 h>ve be^n irtcorfiorated into the 
il*Af®P®',^ included as an APPENDIX. If you have any 

additional comments, oQease submit then within 30 days from the 
J;?*.? fetter. I You should provide any comiaen t s or 

additional information that you believe may have a bearing on the. 
settlement .of thip audit. These comments must be forwarded 
directly to the following Education 'Department official 
responsible for the final determination of corrective actions on 
deficiencies covered in this report and, where necessary, the 
determination of aihounts thaf must be refunded to the Federal 
Government! • 

'Assistant Secretary . 
Office of PofXsecondan^ Educatiqjp 
Department of Education 
Room .490T> ROB-3 
Washington, DC 20202 

Revised Office of Management and Budget (0MB) Circular A-50 
directs Federal agencies to expedite the resolution of audits by 
initiating tiroel/ action on ^he «f i ndings /and recommendations 
contained^therein. Therefore, receipt of yotfr commeht« within 30 
days would be greatly appreciate^. 



EMC 
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^^^J!"?*"^* ^^^^ priociplos of the Pro«doio of Information 
hot (Public Law 90-23), reports issued to the Department's 



Enclosure 

Direct Reply foi 

Assistant Secretary ' 
Office of Postsecondary Education 
Department of Education 
Room 4307, ROB-3 
Washington, DC 20202 





• Sincerely, 



Leland 8. Beach 
Regional Inspector General for Audit 
ED OIG Office of Audit 
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Office of Inspector jQoneral 

'OfllM Of Audit 



AOlft? OP SI^SCTBD ASPECTS 0? C0LL6GB BOUaXKG* 
'XlID AGADBMIC FACILITIES LOAN PHOCRAMB 



^ALASKA PACIFIC 'uNIVERPm 



r 



NOTICE .» • 

The designation Of financial and/or management practices as 
questionable or a reconunendation for the disallowance of costs 
incurred Or claimed, as well as other conclusions and recoro- 
mendatioife in this report, represent the -findings and opinions 
of the ED OIG Office of Audit. Final determination on these 
matters will be made by appropriate ED officials. 



ED 016 Office of Audit 
Region X 

Seattle, Washington 

Audit Control No, 10-30012 ^ 
June 10/ 19B3 




U.S. DEPARTMENT OF EDUCATION 
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AUDIT 0^ SeLBCTHD ASPECTS OF COtLBOB HOUSING ' 
AND ACADEMiq. FACILITIES LOAN PROGRAMSV 



ALASM PACIFIC UNIVERSITY 
ANCHORAGE, ALASKA 

JNtROPUCTION i . , 

B46kq round / 

Alaska P«'cific University (Onivor^f?y) » T^rmerly iK^laska Ne'thodiet 
University, is a^p^lB^vate nonprofit institution of higher 
edueatioD founded in 1959 under the la%»eNq| tb^ Strata of Alaska. 
The (in i vera ity is ao ecumenical, nons^cTarian institution 
'offering uniSergrajluater graduate, and a^ociate degree programs. 
In June 1976, the Board of Truatees '^X^y^ed the University to 
study, reassess, and determine new directions. In September 
1977, the institution reopened as Ala'ska Pacific OniveriiHy* 
( I \ t \ J 

A College Housing Loan was awarded to' the University in 1962 byi 
the U.S. Department of Housing and Urban Developnteht ^UUD) . ^.The 
administration.of the loan was transferred from HUD to SD in "May 
1960. The prifkcipal amount of the loan was $2,9S$,000. .rei>ayable 
over 38 years. The^fkivers ity issued first mortgage bonda 
. (Series A for $1,550, oVo at 3.375 .percent interest and Series 0 
for $1,4O$>OO0 at 3 .625 percent interest) as tsecui;ity f or the 
loan.. The purpose of the loan was -tcf construct ( Ji/ a .atu^ent 
iftormit^ry for 66 students -wi^ih one fi^culty apartment) (il) % 
student unibn consisting bf dinir^ facilities, snack bar, post 
office, bookstore, offices, activity rooms, lounges, and s tor age i 
Jiii) 21 family apartments for -students and facultyi and (iv) 
*U»e faculty duplexes.. ^ ' * * 

1 ■ 

^ ■ « * f 

e pledged facilities for the College Hguaing Loan consisted of 
the project facilities, the existing faculty/staff dupl^exea, and 
the existing dormitory and apartment building known ai^ Gould Hall. 
Pledged revenues for the loan consisted of the net revenue^ from 
pledged facilities, $40,000 of student tuitioosper year, and a 
student union fee of $30 per semester (including Ammer ^session ). 
for each full-time student enrolled at the University. 

The Univers ity appl ied for and re^^ived approve^ from ED for 
alternate use' of Gould Ball. Since December 1961, Goald Hall has 
been le^ed as office and laboratory ppape to tlfie U.S/ Geological 
Survey. The lease provided for annual<.paynfent^< of $2B3, 943 for 5 
years with an option to r^new for an ^ditional'S yeat's. 

The University had obtained annual deferments for debt service 
payments on the College Housing Loan which were in defa/ult» The 
current deferment, approved by ED, covers the period July 1, 1962 
through June 30, 1963. Conditions for the deferment required the 
University to make monthly payments of $15,000 from July 1, 1982 
through June 30, 1963, plus two payments of $50,000 to be made in 
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Octobei: 1982 and April 1983.* These payments will be applied to 
past djie interest by BO. The following sununarixes amounts past 
due, as of January 31, 1983, for principal and interest payments 
\n original loan amounts of $1 , 550 , 000 for Series A Bonds and 
$1,406,000 for Series B Bonds. ^ ^ 



|0 



Balance 



Amount Past Due 



PrinclQ^I Interest 



From 



< From 



Total 



Series 


A Bonds 


91, 


,390 


,000 


$305,0)DO 


$249, 


r739 


$ SS4,739 


Ser ies 


B Bonds 






,000 


270,000 


251j 


,999 


521,999 






?2i 






€575.000 






81-076/738 



n Academic Facilities Loan vas awarded to the University in 1966 
f the D.S. Department of Health, Education, and Welfare's Office 
t Education. The principal amount of the loan was $95,000 
^payable over 18 years at 3 percent interest. The 
3mi n istratiori of ^he loan was transferred to the U.S. Department 
f Education (ED) when the Department was established in May 1980*. 
ie purpose^ of the loan was to renovate Grant Hall and construct 
ifaddition thereto. 



Scppe of Audit * 

The purpose of our audit was to review selected aspects of the 
CollegW Housing and Academic Facilities Loans at the University. 
Our specific objectives were to determine whether (1) debt 
service payments were current for the Academic Facilities Loan, 
(ii) terms and conditions of the college, housing deferment %rare 
complied with, (iii) these loans received equal treatment with 
other long-term obligatigns, and (iv) pledged revenues had been 
utilized for other than the college housing loan* 

He reviewed the University's ,LOan Management Reports for the 
Fiscal Years ended June 30, 1981 and 1982, tested selected items 
of receipts, evaluated allocation bases for claiming maintenance 
and operation expenses, and analyzed nbtes payable to the Federal 
Government. Our audit was cpnducted in accordance with generally 
accepted government audltiog staAdards appropriate to tbe limited 
scope audit described a^ve« Our au^it did not include an^ 
evaluation of the reasonableness of expenses claimed for 
maintenance and operation, nor a review of the efficiency and 
economy of operation. 

Audit field work was performed during the period February 28 
through March. 4, 1983 at the University in Anchorage, Alaska. 



• H1GHI.1QHT8 OF a6diT .RESULTS 



The University was current on disbt service paj^nents for the 
Academic Facilities Iioan . Although significantly in defanlt on 
the CollGEge Housing Loan, the University had generally complied 
with the terns and conditions of the current deferment agreement. 
These loans veie the UniveTSlty's only current long-term 
obligations. 

Management attention was needed to enhance the operation of 
facilities pledged under the College Housing Loan and 
improvernents were needed regarding (i) financial ability, (ii) 
.pledgeTd revenues, ( iii) maintenance and. opera tion expenses, and 
(iv) accounting system. Our findings are summariied in the 
following paragraphs and presented in detail in the FINDINGS AND 
RECOMMENDATIONS section of this report. 

The University had executed an agreement to sell about 40 
acres of land for about $10.9 million. A ^1 million option 
payment is due in the near future. In our opinion, since 
the College Housing Loan has been delinquent for about 10 
years, a priority use of the proceeds from this sale should 
be to repay the College Housing Loan. We recommend that 
■ proceeds from the sale be used to (i) bring the debt service 
payments, current, and (ii> establish a fund to repay the. 
balance of the Ic^^n. (Page 3) 

Some pledged revenues were used for general operation and 
one pledged facility wad used without reimbursement. As a 
result, pledged revenues estimated at $136,500 were not 
available to help meet debt service payments. We recommend 
that (i) tuition and student union fee's be deposited, to 
College Housing revenue accounts, as required, (ii) approval 
for alternate use of the Student Union be requested from BO 
and such approval be* subject to' a use fee, and (iii) an 
in)9ependent audit be performed of boo)(Store revenues. (Page 
7) 

Expenses fOr maintenance and ^operatidn were not properly 
allocated, or should not have been allocated, to the College 
Housing Project. The project had been allocated or charged 
about $110,000 more than its equitable share of such 
expenses. We recommend that expenses be (i) charged 
. directly to each facility, (ii) allocated on an equitable 
basis aQd exclude depl^eclatlon <and general administration, 
hnd (iii) reduced by $110,000 iFor the project* (Page 11) 

- The accounting system was capable of providing separate 
-accountability for revenues and expenses for pledged 
facilities, but the Uni ver &i t y ^ad not elected to fully 
' utilize the systein. Information was not readily available 

tg assess rental rates and use charges for pledged 

facilities. We jrec^mmend that systems and procedures be 
implemented to (i) identify, classify, and Segregate 
revenues and expenses for each pledg&d facility, and (ii) 
revise rental rates and use charges as necessary. (Page 14) 

The President of the University advised us in writing June 6, 
1983 (See APPENDIX) that the University would not be providing 
commc^nts to us on the specific tindlpgs and recommendations in 
the audit report.' 0e advised as that the University is in the 
process of negotiating a new agreement on the College Housing 
Loans with ED officials. He stated the .Univer S i t y would not be 
in a position to respond point-by-point to the audit until a kiew 
agreement is in place. 

The issues as presented in this audit report are issues J^hat will 
need to be considered by ED officldls in the negotiation of a new 
agreement. Therefore, the final audit report is being issued by 
us based on the University President's decision not to provide 
comments to us on the audit findings and recommendations. 
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FIWINGS AND RECOMMENDATIONS ^ - / 

Financial Ability ^ ^ - J^V^ 

A pending sale of real property vill, provide, the University about 
$10 million. 'The University's College^ Rous ing Lban is about ^$1.1 
million' in aj^rears for delinquent prin<^ipal and interest. A ^ 
priority use of the proceeds from the sale of real property 
should be to pay this delinquent principal and interest. *^ 

The University's financial statements for the y^ars ending June 
36, 1961 an^d 1962 were audited by an independent public 
ac.countant. The statements showed that the University had lotfoe 
art agreement to sell about 40 acres of its land for about $1X>.9 
million. The sales agreement provided for an option period of 
about two years, July 1, 1982 t,o July 31, 1964, and payment of $2 
million in annual i ostal Iments' to bind the option. The option 
payments are to be deducted from the purcnase price ^and are 
nonrefundable if the ppt4on Is not exercised. . 

Subsequent \.o June* 30, 1962 t he. University received the first 
option paymept of$lmilli6q and is^to receive the second $1 
million payme^nt on July 31, 196>.^ Indications were that the 
second option payment would be received. Since the t^o option 
payments represent about 20 percent of the agreed sale price and 
are not refundable, it appears likely that the sale will be 
consummated. 

None ot the $1 million from the first- payment was used by the 
University to pay on the delinquent College Housing Loan. We. 
recognized that the University had been in a cash shortage 
. position and had other obligations to pay. Olir concern now^is 
thaf subseqdbnt receipts from the sale of this property may be 
used for purposes other than repayment of the College Housing 
Loan . ' 

f . * 

The audited financial statements showed that >t he University's 
assets significantly exceeded the University's liabilities. 
However, most of the assets were in property and were not 
previously available for debt payments. The liabilities of $4.15 
million included the College Bousing Loan of about* $2.7 million. 
If the remaining $^ million, is received from the sale of 
property, conditions will change so that the University should be 
able to pay debts aa they become due. 

In our opinion, since the College Housing Loan dates baxrk to 1973 
ifor delinquent principal and to li^77 for delinquent interest, the 
$1 mi Hi oh to be received in July 1963 should be used to pay the 
entire balance of delinquent principal and interest. A1*bo, upon 
receipt of the 'net proceeds from the sale of this property, a 
fund should be set up to reserve the funds to pay the outstanding 
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balance of the loan (estimated to be about $2.1 million at July 
31«. 1983). Such a fund would provide the Dniversity with the 
financial ability to' make payments on these loans kyy the dates 
due* 

There af^ many factors to consider when detei'mining the cost to 
ED for theae loans remaining in arrears. Therefore, it was not 
possible to determine a precise amount. However «^the difference 
between the interest rate jthe University pays ED and the interest 
rate the Federal' Government pajs to borrow funds has recently 
been 6 to 10 percent. If a million dollars remained In arrears 
for 10 years r the cost ^o the Federal Government would be in 
excess of $600 « 000. ^ « . .9 



Recommendation a 
We recommend thatt 



1« The $1 million option payment to be received in July 
1983 be used to pay the Department of Education the total 
delinquent principal and interest due on the Coll.ege Housing 
Loan. ♦ ' - - 

» — ■ 

2. A fund be established from the proceeds of the sale pf 
^real propert)(« when received, to repay the balance of the College 
'hous i ng LoaTn . . • 
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■■^ Pledged l^evenues *" 

Pledged revenues df ^bout $196,5010 bad not been- desalted ^o the 
College Housing Project's revenue^ accou nts as required by the* 
Tti^st Indenture* Pledged ,t.uitIon "bnd feed had been used for 
'general operations* Pledged facilities had been used withojat 
reinbursement aod' some other re>^nues were understated* these 
conditions cont/lbuted to the net revenues from the operation of 
the pledged facilitiea not being sufficient tp meet debt service 
payments. v • . ' 

Background • 

The Trust Indentures for the College Housing ioan establishj^s the 
pledged revenues" for thes Igas and pV escribe conditions designed" 
to assure^the availability 6f' pledged revenues*' > 

«^ Sectfons 7, and 20 define pledged^ revenues to be (D-the net 
revenue^ froik the operation ox ownership of the pledged ^ 
facilities., <ii)^the income from tuition, fees not to exceed 
$^0»000 per year^ and (iii) a student union fee of 'not less' 
than-^^JO per regular semester and $30^er ^timmer^'sesVibn for * 
' eMch full-time ^Ttudent enrolleS^at the University. * 

Sections 14-tiirough 18 ccAvtain cynditic^ns to assure thJi 
availability oi pleda^d revenues and are generally rerf erred 
to^s "flow of fuh'ds provisions. These provisions 
jprescr.i^e the esta)>'iishmeDt of the Revenue fund Account r 
Bond and Interest Sinking PUnd Account, and Repair land . ^ 
Replacement ReseiVe Account. These provisions detail the * 
flow of pledged revenues into those accounts and the. use of 
. pledged revenues for maintenance and operation expenses, , 
annual debt servicei debt service reserve, and the repair 
and replacement reserve. These provisions also provide for 
the disposition of any remaining residual revenues* 

Tuition and Student Union Fees . * ' ' 

During the two years ended June 30, 1962, $60,000 of tuition fees 
and $56,500 ($16, 900 of reported and'$39, 600 of unrep^^>rted) 
^sti)d6nt union "^fees pledged as revenues to the College Housing 
Loan had been used for general operation of the University. The 
$39»60-0 of etudent union' fees waA not reported on the Loan 
Management Reports. Tuition and student' union fees had been 
collected by the University and deposited to its General Fund 
ra.ther than to specified restricted funds, as required. 
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The te'rmB of th« Truat Indenture required tuition feea to be 
deposited to the Bond and Interest Sinking^Pund and used only (or 
debt service pjiynents. Student union fees we^e required tcf to 
deposited to. the Revenue Fund Account to be used, together with 
other pledged revenues, f or .^))e (i ) main teAiMice and. operating 
expenses of tbe pled9ed.f acli 1 tl es , . (11) dhht service oh the 
lb<5nd^ ahd (Hi) requited reserves. ^ 

Student union fees included on the Loan Management Reports for 
the years ercded June 30, 1981 and 1982 may 'rtot have accurately 
reflected the fees (fo\lected by the University. The University 
reported stjjdent union fees of. ?4,500,flnd $12 , 400 for 1981 and 
1982, respectively. We^analyzed student pnion feefe to determine 
whether amounts reported were reasonable. > 

We determined the fees that should have been collected *by 
multiplying the numt)er of full-time students reported eo-cii 
semester by the required $30 fee. This review indicated that the 
University should have collected student union fees of about 
$22,100. and about $34,400 for 1981 and 1982 respectively. 
Student union fees not reported, were $1-7, 600 ($22, 100 less 
$4,S^0) and $22,000 ($34,400 less $12,400). 

^■»he tuition and student union fees that had not been deposited in 
the College Houa ing ^project 's revenue accounts as. required are 
shown. in the followdng schedule. 

* V 1981 1982 Total . 

Tuition Pees * $40,000 $40,000 $ 80,000 

Student Union Pees -^Reported 4,500 12,400 1^,900 

Student Union Fees - Not Reported 17,600 22,000 39,60Q 

- . Total ^ MLJM $74.400 SlieisOO 

Use. of J>ledqea. Facilities , - 

The University had used space in the. Student Center, a pledged. 
*TBc41ity, for purposes other than those intended when the College 
.Housing. Loifn was approved. The Untvejrsity had been using*space 
onj t»?&r first floor of the student Center building as offices.'for 
SIX rtaculty ancX, staff membeTs and one r^oon for classroom 
instruA'ion. The University had neither requested nor received 
approval from ED for this aUernate use'of the pledged facility. 
AlsoV^ the^niversity had neither reimbursed t-he College Housing 
project for use of the space nor absorbed its fair share of the 
buildings maintenance and operation expenses* We did not attempt 
to determine Ihe total square footage of the. space involved in 
this alternate use of the facility. A study should be performed 
to determine the, total space used foJ University activities in 
order to compute a reasonable fee for the University's use of 
this pledged facility. Also, the University should request 
approval for the alternate use of the facility. 
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• t 

We did note that torn* tpacff^pn the first floor the Student 
. Union buiLlding wae used for tnch purpoeea as offices' for the 
Health Rurae and Student Govirnnent. In our opinion, the use of 
rpace in«a pledged facility ^or these purposea would be 
acceptable, 

Bookatore Hev^nogt 

The University 'a Loan ManagemeAt' Reports indicated tbat books toss 
revenues of $41,630 for 1961 and $63,213 for 1962, aa reported to • 
BDf may have been understated. The bookstore was operated within 
' the Student Union building, a pledged facilit^r and bookstore 
revenues arc^, therefore, part of pledged revenues for the College 
Bousipg Loan. 

h review of -nainter{ance and operation expenses charged to the 
- bookstore indicated that -put^ha^es exceeded revenuM by about 
$10,300 and $3,250 for 1901 andU962, respectively. However, 
these losacs did not appearfto be reasonable.' Thsrefpre, we 
evaluated bookstore revenues reported to ED for 1962. 

Our evaluation waa based on the t^)iversit/*8 reported enrollment 
and certain assumptions Our assumptions -were that each student 
enrolled at the University for a regular semester or-sununer « 
session would need to purchase at least one textbook and that^ the 
average re,tail price for a textA>ook would be about $20. We' 
multiplied enrollment reported for Fall 1961, Spring 1962 , and 
Summer 1962 by $20 and arrived at a figure of about $76,000. In^ 
our opinion, tHia would be the ninimam revenue expect^ed from 
textbook sales. For those students who were required to purchase 
several textbooks (e.g., full-time students^, revenues from 
textbook sales would increase substantially. 

He believe that an independent audit should be performed 'to. ' ^ 
determine the reasonableness of bookstore revenues. 



Recoironendatiofts 
We recommend' that t- 



1. Tuition fees of $60, 000 be depos^tpd to the CQllege 
Housing project's Bond and Interest Sinking4Pund account aa 
required by the Trust Indenture. 

2. Student union fees be properly accounted for and as much 
as $56,500 ($2^,100 for 1961 and $34,400 for 1962) be deposited 
in the College Housing project's Revenue Fund account as required 
in thfe^Trust Indenture.. 

Approval be requested from ED for alternate use of the 
Student Unionr building and that auch use be subject to a fee 
based- on -space used. , \ 

4.- An independent audit be performed on bqpkstpre tevenuea 
to ensure that total revenues are reasonable. 
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Maintenance and Operation Bxpcnaes 



The Univereijty had allocated maintenance and operation expeneee 
between College Housing and University facilities. Although soma 
maintenance and o{>eration expenses had«been direct costed/ to t^je 
benefiting facility, the majority of these expenses h'ad been 
allocated on a basis which had not been properly supported and 
documented. OUr revtoiir indicated that (i) the allocation basis 
used was not prppetV and (ii) maintenance and operation expenses ' 
included some expenses vhlcA^ vere not a11owal>le and some which 
should have been direi!rt ciobted to the University, During the two 
years ended Jun6 3t)/ 1^.82, the College Housing Project had been ^ 
charged about $110.;0.00 more than its .equitable share of . , 
maintenance and operation expenses. ^ 

Background . ♦ . \ 

The Trust I ndje n t a'r e es t abl i s hed the allowable charges to the 
CoUege Housing' pledged facilities. In Section 15, current 
expenses of 'th^ pledged facilities are defined. as AW necessaiV 
operati'lig expenses, current maintenance charges, expenses of 
reasonable upkeep and repairs, properly allocated share of 
charges for insux'ance, and all other expenses incident to the 
operatiflVn of t.he pledged facilities, but shall exclude 
depreciation* 'all general. And administrative expenses of the 
Unlversi.ty, the payment Into the Repair and Replacelhent Reserve 
Account, and all expense^ existing University facilities 
incurred pVlo): to the date of Uhe lo^n. 



Allocation B<fai's ' / ' 



University/ 6i^ic:ials. ajSi vised us that large purchases for 
maintenance /and 'operation - had been charged directly to the 
ben.ef Itlng/ f acJit;i;ty .* ^owever, the University had allocated 75 
percent of tf he' remaining [Maintenance and operation expenses to 
the Coll^g:e Housing Project and' 25 percent to the University. We 
were advi^^ by University officials that documentation was not 
aval lablf^'^p' support: that . the allocation basis was reasonable and 
proper'. 7 ' . • 

Maintenance and> operation expenses normally Include 'expenses 
incurred for such- It^TBS as janitorial and utility services; 
repairs to building's, furniture, and equipment; care and 
maintenance of grounds # buildings, and ott^r plant facilities; 
arid charges' representing use allowance and/or (depreciation 
applical>le to. the bu i Id i ngs « and equipment; utilised. i;he 
expenses included in this category normally are apportioned and 
allocated t o appl ic able cos t objectives based on sp^ce 
uti llzatio'n .- • . V ' • ^ 

• ' . . - ^ ■ . . . • 
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We perforned # study of apace util'lietion at the University. Our 
study indicated that the allocation basis used by the University 
Had resulted in the College Bousing project being charged 
maintenance and operation expenses in excess o^ its equlrtable 
share. Our study indicated that Univenrsity* activities had 
occupied at least 34 jpercent of total University space while 
* being aMcrciited onXy 25. percent of naintenance and operation 
'expenses. These expenses should have been allocated on the basit 
. of space utiliied. * ' ^ 

- ♦ • • * ♦ 

Custodian ^penses 

At the time of our review* the canpus maintenance staff included 
5 custodians and S maintenance enployees* Custodians, except for 
the Supervisor, were assigned to « particular facilty and should 
have been direct* coated to that facility. The maintenance 
employees were not assigned to a particular facility and 
allocation of expenses for these employees appeared to be proper • 

Allocation of the expenses for all *S 'custodians would not be 
proper. However, allocating the supervisor's salary would be 
reasonable because the supervisor's efforts benefit both the 
College Housing project and the Univereity. * Expenses for the 
remaining custodial staff shbuld be direct coated to the facility 
to which thevy were assigned rather than being included ^n 
-e/penses to be allocsted. 

o ■ 

We recomputed custodian ^expenses for 1982. We direct coated 
expenses to assigned activities and allocate^ supervisory effort 
based on space utilisation. Our analysis indicated that 
maintenance and.operation expenses for custodians had been 
ovpra 1 located to the College Bousing project by about $7,700 for 
1982. 

Motor Pool Expenses 

Motor pool expenses had been included in maintenance and 
■ operation expenses ahd allocated at 75 percent to College Housing 
facilities.^ At the time of our review*, the motor pool consisted 
of 14 vehicles of which seven were assigned to maintenance 
^employee^s and seven were assigned' to faculty and staff^- 
, Inclusion of the expenses for the seven maintenance vehicles in 
maintenance and operation expenses for allocation between Collegje 
Housing and Uni\/ersity facilities was considered proper. 
» 

Inclusion of the expenses for the seven faculty/staff vehicles to 
. be allocated was not proper. Expenses 'for the operation of 
faculty/staff vehicles would be general and adn^i nistrative 
expenses of the University and would not be allowable under terms 
of the TruQ.t Indenture. 
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AsBuning that mo^or pool eicpenseb would be about equally 
distributed between the vehicles used for naintenance and the 
vehicles used for general and administrationr the University 
Should have eliminated about 50 percent of motor -pool expenseA 
trom ma i nt^enance and operation expenaes* Such an adjustment to 
^aa and oil expenses would reduce , ma i ntenance« and operation 
0x|;>en8e8 by about $6,400 for 1981 and abgut $3,800 for 1982. 

c . ■ ■ ^ ' • 

S\|mmary « ' /. 

* - ■ 

College HousiAg's ^are of main};ertance and operation expenses 
needed to- be reduced because (i) the allocation was not based on 
'BD^ce ■ ut i 1 i cation and (ii) certain expenses should not have been 
allocated to the College Bousing project* 

We noted that maintenance and operation expenses should have been 
allocated differently for the years ended June 30, 1981 and ,1982. 
Custodial salar^s should haver* be«Q reduced by $7;700 and motor 
pool expenses by about $riO,000. The remaining maintenance and 
operation expenses should have been allocated based on space 
utilisation of 66 percent for College Housing and 34 percent for 
Univei^sity facilities. Our review, using such adjustments and 
changes, indicat-ed that the College Housing project had been 
charged about $110,000 ($62,300 for 1981 and $47,500 for 1982) 
more than its equitable share of maintenance and operation 
expenses. 

Recoirone n dat ions 

We recommend that( 

» 

1. Maintenance and operation expenses identifiable to*^a 
particular facility^be direct coated to that^facility. 

2. General and adm i ni^str a t i ve expensescbe removed from 
maintenance and operation expenses to be allocated. 

3. Allowable maintenance and operation expenses be 
allocated between College Bousing and University facilities on an 
equitable basis. 

4. Naintenance and operation expenses charged to the 
College Housing facilities be reduced by $62 , 300 for 1981 and 
$47,500 for 1982. These fu^ds of about $110,000 should be 
deposited to the Bond and Interest Sinking Fund Account. 
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Accounting Sytefa "* 

The University's accou nt Ing system did not identify, classify, j/fi*'' 
and segregate revenues and maintenance and operation' expenses to 
. 'Sach bf the plVdged facilities*^ The Qniversity had an accounting * 
system available whicl» Included t.h e necessary aoc9unt 
classification codes to separately identify revenues and expenses 
for each of the pledged facilities. However # as dtf June 30, 1982 # 
the available account classification codes had not been used* As 
^a result, information was not available to ensure that rental 
rates an4. charges fo& use of each pledgfLd facility were 
sufficient to meet maint'enonce a>nd operation expenses and to • ' 
contribute to .debt service payinenis* ^ 

Background . 

' Onder Section 20 (b)/of the Trust I ndenture,|the University 
agreed to establish such parietal rules, rental rates,' and 
Charges for the use of the*pledged facilities as nay be necessary 
to <i) assure maximum Qccapancy and\u8e of said facilities, and 
<ii) provide, together with the other funds herein pledged^ (a) 
the operating and maintenance expenses of said facilities, <b^) . 
the debt ^servuice on. the. bonds, (c) the required reserve 
therefore, and (d)^ repair and replacement reserve, 
v. 

Section 20 (j) requires the University, to keep accurate financial- 
records and proper books relating to the operation of the 
pledged facilities anQ other pledged revenue sources. 

Current Procedures 1 ' 

The pniversityfs accounting, system did not provide separate 
accountability for revenues from ^he operation of the pledged * 
facilities;" Insteadr revenues generated by thef student' 
dormitory, f acult'y/studenb- apartments, and f aculty/stdf f duplexes 
were accountred for in one account titlqjt' "Dorm and Housing." 
Without separate revenue accountSt the University could ^not 
readily de.termine how woch revenue had been generated from each 
facility. 

Also, maintenance and operation expenses allocated to these 
pledged facilities had not been specifically identified to the 
dormitory, apartments, or duplexes. Maintenance and operation 
expenses for the three facilities were entered in« the *Dorm and 
Housing" expense accounts* Becaush expenses had not been 
segregated by facility, the University was precluded from knowing 
whether^ the expenses of a given facility were being offset by its 
revenues. < 

. Systems Capability • 

o V ■ 

The University's accounting' system was capable of providing ' 
separate accountability for 'the revenues and expenses associated 
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with each individual pledged facility. Account* clast if ication 
codes had been eetabliehed to account for the revenue^ and 
expenses .of each of the pledged facilities. However, as of ^nei 
30, 19B2, the Doiversity had elecl^ed not to utilige tm available 
account codea* Doiveraity officials advised us that they planyto 
fully utilize all available account codes when the accounting 
systeitf is computerised in the. jie^ future. ^ ' 

The accounting .system did not contain sufficient information to 
identify, classify, and segregate revenues and expenses fo'r each 
of the College Bousing pledged facilities,* Therefore, the 
University did not have the necessary information to determine 
whether the rental fee for a particular pledged facility needed, 
to be adjusted, nor the , amount of the adjustment needed ,^ to meet- 
maintenance and. operation expenses' and to contribute to d^bt 
service v^yments, " • 

Recommendations 

We recommend that! 

1. Systems and procedures, f'or financial management of 
College Hou&Ing pledged facilities, be implemented which will 
effectively and reliably identify, classify, and segregate 
revenues and expense!^ to the individual facilities, 

2. Information regarding revenues and exper^seb for each 
plejSged facility be used, tq review end adiu8« rental rates. 
Charges for use of the facility should be adjusted, if necessary, 
to ensure ihat revenues are suf f icient jto meet maintenance and 
.operation expenses dnd contribute to debt service payments. 
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MASKA PACIFIC ONIVKMITf 
tCHBOOLB OP PRINCIPAL MD IHTKMIT PATNBMt 
PASt DOS Aft OP JANUARY 11. !»•! 



■cMiftio« toAdft of 1912. S*riM A 



■ ing -Bona* of 1912. 8*riM ft 



10-1-71 
lD-1-74 
10-1-75 
ii)-l-7» 
10-1-77 

1-1-71 
10-1-71 

I-1-7I 
10-1-79 

4-1-10 
10-1-ID 

4-1-11 
10-1-11 

4-1-12 
10-1-12 



16-1*71 
lO-nl-74 
10 -1-75 
10-1-71 
10-1-77 

4-1-70 
10-1-70 

4-1-79 
10-1-70 

4-1-00 
10-1-00 

4-1-01 
10-1-01 

4-1-02 
10-1^02 



• 25,000 
25.000 
10.000 
30,000 
10.000 

-0- 
10.000 

-0- 
10,000 

15.000 
-0- 
15.000 



25.000 
25.000 
25.000 
25.000 
25.000 

-0- 
25.000 

-0- 
30.000 

-0- 
10.000 

-0- 
10^000 

10 i OOP 



• 15.171.15 
21.451.25 
21.45«,.25 
23.451. 21 
21.451.25 
21.451.25 
23.451^25 
21.451.21 
21.451.21 
21.451.25* 



TOtAl 

.000.00 
000. 00« 
000.00 

.000.00 
171.15 
451.25 

,451. 25 

.451.25 
450.25 

.451.25 
451.25 

«45I.2I 

.451.21 
451.25 



ij^sum imimii' 1^4.711.1? 



22.511.25 
22.941.25 
22.940.25 
22.940.25 
22.941.25 
'12.941.25 
22,94l.dS 
22.94I.IS 
22.941.25 
22.941.25 
?'.946.?'| 



25.000.00 
25.000.00 
25.000.00 
25.000.00 
47,511.25 
22.94i.aS 
47:941.25 
22.941.25 
52.941.25 
22.941.25 
52.941.25. 
22.940.25 
52.941.25 
22.941.25 
S2.9M.25 
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niaska Pacific University 

Aii d iortti. Ataika NKM 



June 6i 19 



RECEWEO 



Juh9 llosHM'BJ 



Uland S. B^ach 
Regional Inspector Qaneral for Audit 
ED 016 Office of 4ud1t 
U.S. pepartinent of Education 
Third A Broad Building H/S lOS 
2901 Third Avenue 
Seattle, Washington 98121 



/ 

Oi 



ear Mr. Beach: 



On our Board of Trustee's 
have respectfully come to 
operating on a negotiated 
of Education for the past 
with that agreement, and. 
conditions of the loan at 
of pur situation. 



and legal counsel's review of the audit we 
the following conclusion. We- have been 
annual 1/ed agreement with ^ Department 
two years. have been In 'full compliance 
therefore^lnd the audit on^the original 
this tli^ran fnapproprlate assessment 



Ue are In the process of renegotiating the entire matter In the 
Interest of a full and long term agreement, and would not be In a 
position to respond point by point to the audit until that new agreement 
Is In place. , 

Our annual agreement carries through June 30, 1983 and we have expected 
being In ful\ conformity with that policy, the condition would be 
extended. None the less^ It Is Imperative for the Oftpartinent of 
Education and the University to conclude the matter swiftly. Ue 
assume that new agreement will supercede all past agreements and 
become a new basis for audit and reconmendatlons. 



Cordially,' 




Glenn A. Olds 
President 

GAO/lab 
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No. of Cod lea 



Dr. Glenn A. Olds ► 5 

President ^ 
Alaska Pacific Vniveraity 
Anchoraget Alaska 99504 

Acyon Official - ^ 

Asaistant Secretary 2 
Office of Postaecondary education 

Department of Education ^ 
Room 4907, ROB-3 
Washington, bC 20202 

Office of Inspector Getteral 

Chief, Postaecondary Education Audit Branch 1 

Chief, Contracta Audit Branch 3 

Offices of Audit, Regions I-IX 9 

Office of Audit, Region X 2 

Other 

Regional Administrator X 
Office of Student Financial Assistance 
Region X 

8ecretary*a Regional Representative 1 
Region X 
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i;mted states department of education 

imia, or iNmxToii cr.NKRAt 
r,o. BOX %%n 

4TMMA.I»i:0lli;|^ltJ|| 
#4.111.9141 

FEB 1 5 1984 



J 

Dr. William Odom 
President 
Bethel College 
Cherry Street 

ftcKenzier Tennessee '^ .36201 



Dear Dr. Odomx 



'Rei Audit Control Number 04-30068 



Im RPu??S^S^i5ll^L^f^^®'' provide you with the RESULTS OP 

SrLSam^^^^^i^;^?^^^^^ ACADEMIC FACIHTIfiS LOAN 

;pDS2™W?I«f^ COLLEGE, MCKBN2IB, TENNESSEE, PGR THE PBRIOP 
SEPTEMBER 1^^1981, THROUGH JULY 31, 1983, 

\ 

INTRODUCTION 

BACKGROUND ^ s ' 

^® a private, non-profit, 4-year liberal arts col- 
lege that was established in 1842. The College is supported by 
the Cumberland Presbyterian Church and is accredited by the 
Southern Association of Colleges and Schools. Bethel College- 
offers Bachelor of Arts and Bachelor of Science degrees in a widd 
variety of academic programs. The College is located in 
McKenzie, Tennessee; Enrollment for the 1982-83 academic year 
averaged about 450 students each quarter. 

Title IV of the Housing Act of 1950, as amended, created the Col- 
lege Housing Loan Program (CHLP) with the objective of assisting 
educational institutions in providing student and faculty housing 
and other educational facilities such as student centers, health 
centers, and dining halls. Assistance is provided through direct 
loans at 3 percent interest for the construction or purchase of 
such facilities. The Academic Facilities Loan Program (APLP) was 
oestabli^hed under Title VII c of.th^ Higher Education Act of 1965. 
The program provides long-term financing to institutions for con- 
struction of academic facilities such as classrooms and libra- * 
ries. 

The CHLP was managed by the Department of Housing and Urban Devel- 
opment (HUD) until May 1980 when the program was officially trans- 

en „M^® Department of Education (ED). Under an agreement 
lily ^Lu^^^ continued to a^inister the program through April 
1981. The APLP was managed by Health, Education, and Welfare's 
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Office of Education (0E> until 'Hay 1960 when the program was 
transferred to ED. » * 

Bethel College received a CBLP loan of $319,000 in 1959 for the 
construction of a do rmi t or ^and a dining hall (Project No. 
TN-40-CH-10 3A ) . In 1966, another CHLP loan of $304,000 was 
granted for the conetruction of additional dormitories (Project 
No. TN-40-CH-104) . In 1967, the outstanding debt of the 1959 
loan was coi^ined with another loan Of $515,000 for the construc- 
tion of a Btudent union building (Project No. TN-40-CH-103B) as 
an additionlbo the dining hall. At July 31, 1963, principal and 
interest i% default on the CHLP loans totaled $272,000 and 
$223,919, respectively. 



Bethel College also has two AFL^ loans. The College received an 
AFLP. loan of $255,000 in 1965 fpr th€^ cons true tion of a library 
(Project No. TN-5-4-345 f, In rt70, another. AFLP loan' of 
$452,000 was granted for the .construction of a Fine Aurts building 
and a Physical Education building (Project No. TN-5-M-346), At 
July 31, 1983, principal and interest in default on the AFLP 
loans totaled, $196, 000 and $161,464, r'^spectively , 

In 1977 , Bethel College entered into workout agreements with OE' 
and HUD providing for a revised schedule of loan payments. The «r 
agreements provide for annual payments increasing each year until . 
1967 when the payments remain constant. ED has accepted the 
agreements subject to th^ir annual review and evalqation. The 
College is current in its payments under the workout agreements* 

SCOPE OF AUDIT 

_, . ^ 

The purpose of our audit was to review selected aspects of the 
CHLP and AFLP loans at- Bethel. College. Spebif ically , the obj^c* 
tives of thej||udit were to .determine whetheri . 

1. . receipts and expenditures for CHLP pledged facilities are 

being propei«ly determined and reported to ED, and net reve- 
nues are pro<perly accounted for and used to make the pay- 
ments on the loans; 

s 

2. the institution complied with the terms and conditions of 
the vforkout agreements; - ^ 

3. Federal loans had received equal treatment; with other Idn 
term obligations of the institution; afid 

;4. the institution was current in making payments under tnb 
.. workout 'agreements. ^ 

Our audit included a review of the Trust Indetitures and workout 
agreements, a review of the College's aciounting system and pro- 
cedures for allocating revenue and expenditures to the projects, « 
a review of the College's latest audited financial statements, a 
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review of supporting documentation for selected items of costs 
charged to the projects, and discussions with College officials. 
Our audit was conducted in accordance wit^ generally'' accepted 
go^errAnent auditing standards appropriate to the limited scope 
audit described above. Audit wrk was comducteA at Bethel Col- 
lege and the Nashville OIG audit office August 23, 1983, through 
November 8, 1983. The audit generally covered loan activities 
during the period September 1^ 1981, through July 31, 1983* 



RESULTS OF AUDIT 

Bethel Colldge has -generally complied with the terms and condi- 
tions of the CHLP Trust Indentures and the workout agreements for 
thp CHLP and AFLP -loans* : The College was current in its payments 
under the workout agreements; The CHLP and AFLP loans had re- 
ceived equal treatment with other long-term obligations of thfe 
College* However, fll pledged revenue for one CHLP project was 
. not credited to the project's revenue account. 

Except for this matter, which is discussed in detail below, the 
tested items were, in compliance with appTicable laws and regula- 
tions* Nothing came to our attention as the result of audit 
• -te«tS"thd* -caused w to believe -the tested items were^not in com- 
^ pliance with applicable laws and regulations* • ' 

Pledged Revenue Not Credited to Project 

During the period September 1, 1980, through July 31, 1983, 
pledged revenue of $S1,97S. was fotcredited to a CHLP project in 
accordance wi£h the Trust IndeTTture*^ Student union fees and a 
portion of tuition revenue each year should have been credited to 
-the project revenue account for Project 103 A and B. 

The Trust Indenture fot CHLP Project 103 A and B states that the 
project is secured by a first mortgage on the project and a first 
lien and pLfedge on project revenue, the first $10,000 of tuition 
paid by all students attending the College, and the student union 
fee of. $5 per quarter to be paid by all students attending the 
College. # ■ » 

• *■ " 

^ Our review of records for Project 103 A and B indicated that stu- 

0 dent union fees and the first $10,000 of tuition revenue was not 

• • credited to the project as required* The amounts not credited to 
the project for FY '81,,. FY '82, and FY '83 were $16,785, $17,540, 
and $17,6/50, respectively* As a result, the Loan Management re- 
ports for FY *81 ^ri^ FY '82 did not report all revenue available 
to the -project. . » 

Since 19 77 , the College has jinade the payments required by the 
workout agreement, even though project revenue was insufficient 
to pay project expenses and debt service* The College used non- 
project funds to pay the deficits each year* The application of 
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ReconunendatlonB 

for PY '81 a'nd Pv ''T^S'' '^^"'^ Management reports 

addltionii revised and submitted to ED to show the 

:houlVC:''cred!t7d"ri;h all'orolf ^''^ ^f^^^^^ revenue'a^coun? 
revenues. with all project revenue including any pledged 

Auditee's Comments • . 

'"i",'^^'^^^^^^^^^^ a„a.eco....oend.Uo„s; and 

JT.::.vrrrtta\i„^«j? ?o'iSis''rfis^"%„^nddi^!^ '^r^ 

should be forwarded to tSe fouKg e£?Jo 'XVt«."tTfn 
cial responsible for the final determination of c^rrecti^^l 
actions on deficiencies cavfered in thi« report,. corrective^ 

Assistant Secretary 

Office of Postsecondary Education 

Department of Education 

Room 40 44, ROB-3 

400 Maryland Avenue, s.W. 

Washington, D. C. 20202 

rec\s*ifderl?^a.„°.^««"!!*^*'"^"i.?"'' Circular A-50 di- 

init.Jfr«^\-^? ^''P*''^'^® resolution of audits by 

^ai\fed JJ^^^i'" °" findings and recommendations con- 

5a^"^:jd"bi"g.eiErr:^^^^^^^ °^ ^^^^ 30 

f^ict Vpubu'c'Law 90 25/*"^ Principles of the Freedom of Information 
ees -nrt r.oi'f reports issued to the Department's grant-, 

of the ores? anl- 00" "t^l available, if requested, to members' 
cL^:!n^rt^-?n^!s-n^:^ Ltji^t \^ ^eJeVtroL" \n^^the Vc^t?^"*" °" 

e'n^e-relltf:j liUreZl":"'' ^ V-mber in all correspond- 

. Sincerely, 

. Bruce Nestlehutt 

" It^l^at^^ General for Audit 
ED OIG Office of Audit, Region IV 

Attachment 
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Bethel Oelleee 



OmCI OP.THI MftlMNT 



January 6. 1984 ^ 



Mr. M. Bruce NeiUehutt 

U. S. Departnent of Education 

Regional Inspector General for Audit Region IV 

101 Marietta Tower 

P. 0. Box 1598 

Atlanta. Ceorgia 30301 

Dear Mr. Neitlehutt: 

I would like to thank you for lending the draft letter 
report on the review of the College Housing and Academic 
Facilities Loan Programs at Bethel College. 

We a>ncur with the facti and reconnendatlons that were 
presented In the draft report. 

Our auditors* Hhea A Ivy of Metnphls. Tennessee, mailed 
to you on Oeceeiber 20, 1983, the revised Loan Management Reports 
that were recbemended. 
« 

If any additional Information U needed, please contact us. 

Sincerely, 



ULO/ew 

xc; Mr. Oarrell Smith 
Business Manager 
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Principal A ction Official 

Nr. EAmxd Elmsndoirf 

Assistant Secretary 

Office of taitseoondiury Education 

Departsnent of EdU?atiGn 

Roan 4044, 

400 Haryland Avenue, S.W. 
. Itehington, D.C. 20202 



Office of Inspector Cefteral 

Mr. Ftank Vtemi/ Chief 
^ I^tseoondary BAwaUcn Audit Branch, Iteshington 

»r. Douglaj^ r. ppnci, (Wef 
Qaitract Audit Branch 

RIGA, Region X (Lead Region) 

Aagion IV ' 
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I.NITEI) STATES DEPARTMENT OF EDUCATION 
orn<r Of iNSwrrot nrNetAL 

MIMAKIinAlOWM 
ATUNTA. CIQ|lf;lA MMI 
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Dr. Willie Robinson, Pre8i<Sdnt 
Florida Hsnorial College 
15800 N. W. 42nd Awemie 
Miami, Florida 33054 
IT • 

RBI Aidit Control Nunber 04-30066 . 

^ear Sirt 

Etoclosed is a cjopy of the Ir»pector General's audit report entitled, 
"Audit of the college Bousing and Aoadamic Fhcilitiea Loan ProgrM at 
Florida Manorial College, Miami, Florida,. R>r the Period July I, 1962, . 
Through July 31, 1983..* , 

Although your coftents to thb draft audit findings have been incorpo- 
rated in this final audit report, please respond within 30 days from 
the date of this letter to each final finding and reoomendation, pre- 
senting any eonroents or additional information that may have a bearing 
on the settlenent of this audit. Your qaments should be forwarded 
directly to the Department of Education official indicated who 
is responsible for the final' determination of corrective actions on 
deficiencies covered in this report including, where necessary, the 
detennination of amaunts that must be refunded to the Metal Owern- 
ment. * " 

Revised Office of Managenent and Budget Circular A-50 directs Paderal 
agencies to expedite the resolution of audits by initiating timely 
action on the findings and recamiendations contained therein. There- 
fore, receipt of your coments within 30 days vould be greatly appreci- 
ated. ' 

PUBASE RESPOND fftr. Edward Elmendorf, Assistant Secretary 

DIRECTLY TO for Postseoondary Education 

Department of Education 
• • mil Stop 3453 

400 Maryland Avenue, S.M. 

Vbshington, D.C. 20202 

jk 

In accordance with the principles of the Freedom of Information Act 
(Public Law 90-23), reports issued to the Department's grantees and 
contractors are made available, if requsated, ttiioembers of the press 
and general public to the extent infomtion ccintained therein is not 
subj^t to Che atenptions in the Act. 

Please refer to the above, audit oontrq^ minfaer in all ooirespondenoa 
relating ^ this report. 




M. Bruce Nestlehutt 
Itegional inspector General for Audit 
a) OIB, Office of Audit, Region IV 
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aJIdit of the 

college housing and academic facilities loan programs 

AT 

FLORIDA MEMORIAL COLLEGE 

MIAMI, FLORIDA / 

FOR THE PERIOD JULY 1, 1982, THROUGH JULY 31, 1983 



DEPARTMENT OF EDUCATION 
OFFICE OF INSPECTOR GENERAL . 
OFFICE OF AUDIT 
REGION IV 

Audit Control No. 04-30066 

April 1984 
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INTRODUCTION 

BACKGROUND * . ' 

Florida Nesnorial College. (FMC) is a ^-year, co-educational insti- 
tution supported by the ^ptist Church, FMC offers Bachelor of 
Arts and Bachelor of Science degrees in a wide variety of aca- 
demic programs. The College is locate^ in Miami, Florida* Ap- 
proximately 1,220 studenta were enrolled in the Spring 1983 semes- ^ 
ter, a significant increase over previous semesters* 

Title IV of the Housing Act of 1950, as amencfed, created the Col- 
lege Housing Loan Program (CHLP) with the objective of assisting 
educational institutions in providing student and faculty housing 
and other educational facilities such as student centers, health 
centers, and dining halls. As'sistance is provided through direct 
loans at 3 percent interest for the construction or purchase pf 
such facilities. TJ^e Academic Facilities Loan Program CAFLP) was 
established by Congress under Title VII c of the Higher Education 
Act of 1^65\ The program provides long-term financing to institu- 
tions for construction of academic facilities such as classrooms 
and libraries. * / 

The CHLP was managed by the Department of Housing and Urban Devel- 
opment (HUD) until May 1980 when the program was officially trans- 
ferred to the Department of Education (ED). Under an agreement 
jwith ED, HUD continued to administer the program through April 
,1981. The AFLP was managed by the Department of Health, Educa- 
tion, and Welfare's Office of Education uni:il May 1980 wheft the 
program was transferred' to ED. 

FMC received a CHLP^f $1, 575,000 in 1968 for the construction of 
two dormitories and a stude nt' un ion building. Revenues from 
these facilities and a special student union fee were to be used 
to operate and mainta'in the facilities and meet debt servic^ re- 
quirements. At May 31, ;1983, principal and interest in default 
on the CHLP loan was $200,000 and $190,725, respectively. 

The College also received an AFLP loan of $1,536,000 in 1968 for 
the construction of an academic complex consisting of a new class- 
room building, library, science building, '^sic building, auditor- 
ium, and related service units. At May 31, 1 983 , principal and 
« interest in default on the AFLP loan was $257,a00 and $241,800, 
respectively. 

FMC Entered into a workouj: agreement with HUD in 1980 to pay the 
delinquerifp^'riftcipal and interest on the CHLP loan.. A CHLP work- 
out ^ag^e^eht provided* for monthly payments of $5,000 and* quarter- 
ly payments of $11,00(> toward repayment bl^ the CHLP loan. An 
identical agreement was executed with ED for repayment of the 
AFLP loan. The College has not been current in making ^the pay- 
ments required under the workout agreements. 
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In September 1982, ED Loan Managom^nt staff visited the cilXege 
to finaliae another workout agreement for repayment of tbl, de- 
faults on the CHLP and aPLP loans and to inspect the projecl! As 
a result of the visit, Bq agreed to not exercise any remedies of 
default pending the College's performance of additional require- 
ments. At the completion of our audit work on November 6* 1983, 
all requirement? had not been met. 

SCOPE Oip AUDIT . 

The purpose of the audit was to review selected aspects of the 
CHLP and AFLP lo^ns. Specifically, the objectives' of the audit 
' were to deterifrine wh^ethers 

(1) receipts and expenditures for CHLP pledged facilities are 
being properly determined and reported to ED, and net reve- 
nues are properly accounted for and uged to make payments* on 
the institution's CHLP loans; 

(2) the institution complied with the terms and conditions of 
the workout agreements; 

(3) Federal loans had received equal treatment with 6ther long- 
term obligations of the institution; and 

(4) the^institution was current in making payments under the 
workout Agreements. 

Our audit included a review of the Trust Indentures and workout 
agreements, a review of the College's accounting system, a review 
of project financial records, a review of supporting documenta- 
tion for selected items of costs charged to the pr^D jects , and 
discussions with College officials. ^ 

Our audit was conducted in accordance with generally accepted 
government audi ting standards appropriate to the limited scope 
audit described above. Audit field work wad concluded at fmC and 
the Nashville OIG Audit office during the period August 2 , 1 983 , 
through November 8, 1983. The' audit covered loan emotivities dur- 
ing the period July 1, 1982, through July 31, 1983. 
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HIGHLIGHTS OF AUDIT RESULTS 



PMC h.tfd been delinquent in making the payments required under the 
CHLP and AFLP workout agreements. At July 31, 1983, the College 
i^as delinquent $116,000 in its payments. Subsequent to comple- 
tion of our on-site field work, FMC brought the payments current. 

FMC has not complied with other provisions of the workout agcee* 
ments. The College has not obtained a Trustee for the CHLP and 
^ AFLP loans, made necessary repairs to the project facilities*, and 
submitted Loan Management reports and an analysis of project 
costs« ^ * 

FMC also has no^ complied with several provisions of the Trust 
Indenture governing the CHLP loan. Adequate accounting and cost 
allocation procedJiies havB not been establi'shed, the required 
Revenue Fund Account ha^ not been established, all ]^1 edged reve- 
nue has not been created to. the CHLP project, and the project 
facilities have not been maintained in good condition, repair, 
and working order. 

The CHLP and AFLP loans have generally received the same treat- 
ment, as other long-term obligations of the College. 

Except for the items highlighted above and the items detailed in 
the Findings and Recommendations section of this, report, the 
tested items were in compliance with applicable laws and regula- 
tions. Nothing came to our attention as the result of audit 
tests that caused us to believe the untested items Were not in 
compliance with applicable laws and regulations. 

FMC generally agifeed with our recommendations. Their response to 
the findings and recommendations is' summarized at the end of each 
finding togejiher with the auditor's commenta as appropriate. The 
complete text of FMC's response is included as an appendix to 
this repbrt. 
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FINDINGS AND RECOMMENDATIONS 

Finding No.. I - KON-COMPLIANCB lyiTH REPAYMENT AND OTHER PROVI - 
SIONS OF THE WORKOUT AGREEMENTS ' 

PMC has axperielnced financial difficulties since 1970 and, as a 
result, the College defaulted on its CHLP and APLP loan payments. 
In March 1980, PMC entered into workout agreements to satisfy "the 
delinquencies.^ Another workout agreement was executed in Septem- 
ber 1982. The College has not fully complied with the provisions 
of these agreements. At July 31, 1983 , the College was delin- 
quent $118, 000 in the required payments Mn^er the workout agree- 
ments on the CHLp and AFLP loans. In addition, the College has 
nob complied with other provisions of the workout agreements 
which, required the College to obtain a Trustee for the CHLP and 
AFLP loans, to make necessary repairs to .the project facilities, 
to submit Loan >lanagement reports, and to submit an analysis of 
project costs. . . 

March 1980 Workout Agreement 

In March 1980, the College entered into a workout agreement with 
HUD to satisfy the del inquent CHLP loan. *The CHLP workout agree- 
ment provided for payments of ^55,000 on the isth of each month 
for a period of 30 years or until the deliriqueney was satisfied 
^nd $11,000 each quarter until current principal and interest on 
the* debt was repaid. An identical workout agreement was executed 
with ED for the AFLP loan. 

At July* 31, 1983, the College was delinquent $118,000 toward the 
CHLP^and .APLP workout agreements as follows: 



Due Date 


CHLP 


AFLP 


Total 


Jul 82 - Sep 82 
Oct 82 - Dec 82 
Jan 83 - Mar 83 
May 15, 1983 
Jun 15, 1983 
Apr* 83 - Jiin 83 
Jul 15, 1983 


$11,000 
ll,0(rt) 
11,000 
5,000 
5,000 
11,000 
5,000 


"^11,000 
11,000 
11,000 
5,000 
5,000 
11,000 
5,000 


$^2,000 
22,000 
22,000 
10,000 
10,000 
22,000 
10,000 




$59:000 


S59.000 


$118,000 



Our review indicated that the CHLP -nd APLP projects are generat- 
ing sufficient revenues ..to pay maintenance and operating expenses. 
an<l5 meet the payment schedule required under the workout agree- 
ments. FMC officials stated the College is still having cash 
flow problems in th«at all n^vianue is not collected at the time 
the revenue is earned. This c.iir4«>^ h l^ok of cash at the time 
payments are due. College of f iciats' also said that during the 
past year, the school hai r v- ini'.»Ti»ss nwnagers. The, lack of 
continuity in the business office has contributed to the College 
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being delinquent in its payments. College officials stated that 
they would be abi^e to bring the repayment sdhedule^ current by 
October 1983. 

On September 9, 1983, subsequent MFthe completion of our on-site 
"work, the College sent ED $160, 000 Talso includes one quarterly 
and two monthly payments which came due after. July 31, 1963, for 
each loan) to bring the CHLP and APLP loans current as of Octo- 
ber 1, 1983. 

Septemb^ 1982 Workout Ag reement * * ^ 

7 ■ 

BecauseN^FMC defaulted on the payments required by the March 1980 
agreement, ed Loan Manac|i>ment staff visited the College in Septdto- 
her 1 982 to attempt to resolve the del iiujuVm^y, As a result of 
tlieir visit, ED agreed to not exercise any remedies of default 
provided FMC performed certain' actions regarding the a»lininistra- 
tion of the CHLP and AFLP loans. These actions , included: 

(1) obtaining a Trustee for the CHLP and AFLP loans by Septem^ 
bar 30, 1983, \/ ■ 

(2) spending $50,000 to bring th^^roject f acil ities into a pro- 
per state of repair by Apri^^O, 1983^ 

(3) subm i 1 1 i ng . Loa n Management reports on a semi-annual basis,^ 
and , 

■ *■ 

(4) providingyED with an analysis of management and operations 
costs associated with the 0£>eration of the project facili- 
ties. 

Trustee for Ihe CHLP and AFLP Loans . The College had not apF 
pointed a ^Tru3tef^ aU the completion of the audit site work on 
August 10, 1983. We contacted the CoJ^lege by telephone on Novem- 
ber 8„ 1983 , to determine if a Trustee bad been appointed and 
were told that a Trustee had not been appointed. 

. « 

Expenditure of $50,000 for Repairs . The College was able to show 
that approximately $25,000 in material, labor, and other costs 
had been spent toward making needed repairs. Our inspection of 
the pledged faciliti^is indicated that repair work was still in 
progress and that additional repairs needed, (See also Find- 

ing No. ) . 

Loan Management Reports and Analysis of Project Operating Costs * 
Th'i College has not submitted thi^ Loaii Management reports or tlie 
analysis of project operating costs. The last Loan Management 
Rep:>ri. >:ijl»;:u tb*d to ED was fof the period ended December 31, 1981. 
College officials stated that because of the turnover of BusIViess 
Managers djrlng the p.^.^L yr^ar the reports we^re overlooked and not 
comi.l ettBd. ; Collegfe officials said that th% del'in^uent reports 
would be-submitted as soon as. possible and <future reports would 
be siJbpitted on time. . , 



UV 42 



89 



Recommendations , 
We recommend that^C: 

♦ . . , ■ ^ 

(1) "^•'^e «U future payments required by the workbut agreement 
m a timely manner, 

(2) make all necessary repairs required to bring the project 
facilities into good working order anH condition, 

nrJ^.^l^A^'^i ®^ all delinquent Loin Management re- 

ports and fiTubmit all futur*^ reports in a timely manner/ and 

(4) prepare and submit to ED an analysis of the project operat- 
in^j costs tor the project facilities for the fiscal year 
ended June 30, 1983, ^ 

Auditee' 8 Response (Summarv^ 



^tatilS%l?A ioffo K^"!*^ with the finding and reconunendat Ions, 
*dtl„?«f rf <« ^"^^^ planned to improve th4 

administrtion of the projects. The College has been unable to 
«ff. V because of its fiscal problems; however. College 

^qaV'^'^k" /?f^ ^^""^ " ^'^"^'^^^ '^^^l appointed by September 30? 
1984. The following actions have been taken.by the College: 

1. ' Lo^n payments have been brought current, and efforts 

wm be made to make pjtiyments as agreed;' 

2. Necessary repairs are being made to maintain the pro- 
ject facilities in good condition; and 

3. Loan Management Reports are being submitte>l. 
Auditor's Conunents 

In addition to the above, the College should prepare ami submi*^ 
to ED^an analysis of the operating costs for the project facili- 
ties for the fiscal year ended June 30, 1983. 
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Finding Wo» 2 - WOW-COMPHAWCE WITH TRU^T INDENTURE 

PMC was not In compliance with sev^^i proyislons of the Trust 
Indenture governing .the CHLP loan since 1) adequate accounting 
and cost allocation procedures were not established/ 2) the re- 
quired Revenue Fund 'AccQunt was not established and roaln^^nedf 

3) all pledged revenue was not credited to the CHLP pto0f^9 and 

4) the project facilities have not been maintained In good^condl - 
tlba, repair, and working order* 

Inadequate Accounting and Cost Allocation Procedures 

FMC difl not have adequate accounting and cost allocation proce- 
dures to assure that all project revenues were credited to the 
project and only project-related expenditures were charged 
against project revenue. Section 616 of the Trust InAoAture 
states that'iproper books of accounts and records will Jj^^eptV In 
which full»^ true, and correct entries will be made of all deal- 
ings and transactions relating to the operation of the project, 
other revenue which rs pledged to secure the Bonds » and the opera- 
tion of the bqrrower. 

FNC had not est^bl 1 she'd separate revenue and expense accounts to 
account for ChVP revenue and expenses. FMCused a manual account- 
ing system without any procedures for allocating revenue and ex- 
ponsGSf between several functions. Only those Items which, were 
directly related to a particular facility, based on the knowledge 
of the Business Offlce-personhel were charged to that facility. 
CHLP revenue, and exi|enses were soinetlmes combined with non-CHLP 
revl^nue and expenses^ For example, all housing revenue, qnr 
campus and off-campusj was credited to a single housing revenue 
account; 'student Union fees of $101,400 which were pledged \o the 
CHLP project were not credited to ^ CHLP revenue account; and 
utilities, waste disposal, and maintenance costs were not** allo- 
cated to the pledged, facilities or other non-CHLP facllltiest 
Because FMC did not maintain complete and accurate accounting 
recordd, FMC was unable to Insure that all CHLP revenue was cred- 
ited to the pledged facilities and that the revenue was used only 
for the operation and maintenance of the CHI^^^roject oi^ to pay 
other project-related costs. FNC was also unable to determine 
whether rental rates and fees were adequate to operate sufficient 
revenue to pay debt service requl rt^tm^nts and all Maintenance and 
operating expenses of the CHLP project. 

Our review of CHLP revenue and expenses for Fiscal Year 1982-63 
Indicates that the (pledged revenue and the revenue from the pro- 
ject facilities are su^lclent to pay ji^l operating and mainte- 
nance expsnS'^s anc^ the payments required by the CHLP 'workout 
agreement. However ^ as stated In Finding No. 1, FMC ^as not time- 
ly In making the payments under the workout agreement* 

According to College officials, a*lack of continuity In the Busi- 
ness Office has affected the College's ability to establish and 




mAlntain adequate accounting and cost allocation procedures. FMC 
hVIs had several different business managers in recent years 'and 
three since the beginning of the 1982-83 fiscal year. 

Revenue fund Account Not Established 

Article V of the Trust Inden'ture states that all rentals^, 
charges, and revenues arising from the operation of the project,, 
and proceeds of the pledged Student Union fee shall be deposited 
to the credit of a special fund to be known aV^he Re veil ue Fund 
Account, separate and apart from all other fVnds. Such Revenue 
Fund Account shall be maintained, so long as any Bonds - are oqt-* ^ 
standing, in a bank which is a member of the Federal Deposit In* 
surance Corf^oration. Section 616.61 of 34 CPR also states that! 
all pledged revenues are required to be deposited into the Reve* 
nue Fun<.l Account and may be disbursed only in accordance with the 
loan requirements. 

' ■ \ 

FMC has not established the Revenue Fund Account for the CHLP 
project. College officials maintain that a separate fund account 
would place an additional— burden on the College because it would . 
require additional personnel to maintain these accounts. They 
contend' that because all revenue is noti received at once, but 
per fodlcally during the year, there would be difficulty in allo- 
cating the funds when they are received to the proper accounts. 

The intent of the^program is that the pledged facilities bo self- . 
8uf ^!i^i'-"«t. dhfl oi^ofat^ed and maintained separately from the gene- 
ral operation of A^he^ College* A separate Revenue Fund A'^ount is 
not only required, but is necessary to assure that project funds ' 
are separately identified to operate and maintain the project 
facilities. ' < 

Pledged. Revenues Not Credited to Project 

Pledged revenue of $10,1,040 had not been credited to -the project 
And made available to pay pro ject- operating and maintenance ex- 
l>H»nse3 and other project-relateil costs. Article VI of the Trust 
Indenture states that the borrower covenants and agrees to estab- 
lish initially the follov^ing rates and/or chargess 

Student Union Fee: . ^ / 

Regular $40 . 00 per enrolled student 
Summers $20.00 per regular student 

During Fiscal Year 1982-83, Student Union fees of $ial,400 were 
received by FMC. These fees have not been credited to the CHLP 
l>raj*ict for use in operating and maintaining the project facili- 
ties. ' 
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Pledged Facilities Not Adequately Maintained , 

Section 6.0,7 of the trust I'^denture states that the College will 
at all times operate, maintain, preserve, and keep the property 
In good condition, repair, and working order* During a September 
' 1982 visit to VHCf the ED Loan Management staff noted that malhta*- 
nance and rep«<Lr work was needed to the extent that ED Required 

l«nto a proper state of repair. ^ 

Our field work at mc Included a site Inspection of the pledged 
facilities. During our Inspection, we noted that> some repair and 
maintenance work had been completed and other work was In process. 
However, the pl'edged facilities were still in need o f§^d4irtTo n a 1 
repair to return the facilities to good worklng--otTler and condi- 
tion. The Me{j^*s dorinitory was especially in need of additional 
repairs. We noted that windows were broken, the r^strooms needed 
cleaning., and the doors and walls, needed painting. Some of the 
damages to the Men's dormftory y^nd the other pledged facilities 
was caused by .integtlonal acts rather than through normal usage. 
College officials staged there was inadequate supervision in the 
. dormitories because of understaf f Ing. They felt a full-'time hous*^ 
Log directorpwas needed because the College official i»n charge of 
student housing functioned in that capacity only on a part-time 
basis. College officials also mentioned overcrowding and the 
lack of recreational facilities, a functional Student Union, and 
telephones in the dorml.tory rooms as contributing to the defac4- 
loent to the pledged facilities. 

■ ■ ^ ■■ ^ * 

Recommendations 1^ 

We recommend that FMC: ^ * ^ 

develop accounting an^ cost allocation procedures to proper- 
ly account for revenues and expenses applicable to project 
facilities; 

■ * 

establish a Revenue Fund Account at an ^proved bank and 
deposit any exisiting project funds and all future project 
revenue into the account. Including the $101,040 of Student 
Union fees; and 

perform any additional, r&pairs tiecessary to return the 
pledged facilities to good condition, repair, and working 
order*^. \ 

Audltee's Response (Summary) \ 

College officials agreed to that portion of the, finding and recom-* 
'mendat ions Concern ing the accounting and q^st allocation proced-* 
ures, and making necessary repairs to the pledged facllitled. 
The College did not agree to the establishment of a Revenue Fund 
Accounts ^- 

\ 



(1) 



(2) 



(3) 



\ , - ^ 

V 
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PMC has revised its accourvting system to properly identify the 
financial results of each project. In addition, procedures are 
being implemented to determine the allowability and allocability 
of coats pertaining to the project. Cpllege officials stated 
they have made it a priority to improve the condition of the pro- 
. ject facilities 4ind to. maintain the facilities in good condition 
to Improve student life on campus. 

The College did not agree to establish and maintain a Revenue 
Fund Account because it creates' a hardship £b collect revenues at 
tbo time they are earned. They stated it is difficult for the 
institution to segregate cash payments from student^ in order to 
credit a Room and Board account at the time of r^ 

Audi tor* 8 Comments 

The Trust Indenture and Section 616.61 of 34 CFRSrequire that 
project income and revenue be deposited into- the Revenue Fund 
Account.%' The purpose of these requirements is to insure that 
project funds are separately maintained and available to pay pro- 
ject expenses.' When the funds are commingled with other Univers- 
ity funds, the possibility exists that project funds could be 
used for non-project expenses. Separate receipts would not neces- 
sarily be^ needed as long as a single receipt provided for an allo- 
cation of the cash or crerlit: wrt-5;M i:h»5 t^^^o CHLP projects artd 
non-CHLP functions. Disposits of CHLP revenue into the Revenue 
Fund Accounts could be made on reasonable intervals, such as 
weekly. ^ . • 
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APPENDIX 



^loriba pernor ml OloIIege 

ISMO NORTHWEST FORTY SECOND AVfiNUB (LeieUNE4IOAO» TH^rLi^iSi^SSaiT.n 
MIAMI. aORroA )»S4 

(MS) ttS^Mr / 




Narch 30, .^984 



Mr. M. Drucfe ^iestlphutt 
Regional Inspector General for Audit 
Office of Inspector General 
U.S. Edueation Department* 
101 Marietta Tower 
. P.O. Box 1598 
Atlanta, Georgia 30301 

Rei AuAit Control Number 04-30066 

Dear Mr. Ncstlchutt: 

^ Enclosed is our official institutional resbonse to the draft 
report of your review of. Florida Memorial Coilo^*8 "Housing and 
Academic facilities Loan Programs*, fo^ the peridd which ended 
July 1, 1982 through July 11, 1983. 

C' The collie agrees in general wiih. the audit findings that 
it has not complied with the provisiohs of the work-out agreement 
pertaining to the College Housing and Academic Facilities Loatt ' 
Programs. We do realize that there ^re jiroblems in complying 
with the provisions of the work-out Agreement, but think it^ / 
significant to note that the collegef has already made improvements 
in the areas during the^current yean 

We wish to Ithank you for your Precise and detailed audit and 
the recommendations you have' made fpr the improvement of the 
project administjration . 

Sincerely, 

. V 

V. Rao 
usiness Manager 



COtKOI Ivfb 



KVRtkW 

cc: Dr. W. C. Robinson 
Dr. R. E. WiUi.ims 
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FLORIDA MEMORIAL COLLEGE 



PRELIMIMARY RESpONSE TO ED*- OIG 

AUDIT. DRAFT OP %HE COLLEGE HOUSING^ 
ANQ ACADEMIC FAflLITIES LOAN PROGRAM 



AUDIT PERIOD 
JULY 1, 1982 THROUGH JUNE 30, 1983 



March 28, 1984 




Q 85-707 0-84—4 / 49 
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FINDING NO* 1 - NON-COMPLIANCfi WITH REPAYMENT AND 
OTHER PROVISIONS OF THE WORK-OUT ACRgEMBNTS. 



INSTITUTIONAL RESPONSE 

Florida Memorial College concurs in general, the findings ' 
of the auditor that it was in non-compliance with repayment 
and other provisions o£ the work-out agreements with the UvS. 
Education Department pertaining to the -Audit of the College 
Housing and Academic Facilities Loan Programs*. It further 
acknowledges, that non-compliance with th4 repayment agreement 
and the provisions of the work-out agreement was the result * ♦ 
of its fiscal problems as well as turnover of personnel in 
the Business Office. The college does not ^acknowledge • the 
possibility of intent- for non-c<^mpl iaoce with the repayment 
aqreenjent and work-out agreements^- 

• ■. ■ ' \ 

TRUSTEE FOR THE CHLP AND AFLP LOANS 
*^ '. ' ' " 

The college acknowledges the fact that it has not 
appointed a Trustee tb administer the CHLP and AFLP Loans 
as required by the agreements. The college could not obtain 
a trustee because of 'its fiscal problems which affected the 
image of the college. ' However, thd college is rebuilding 
its credibility in the community through institutional 
progress. This could be evidenced by its recent successful 
fund raising campaign for $3.5M, oi which it had realized 
$4.1M from the conynunity. Also, *he college is experiencing 
significant growt^v in its enrollment for the last three years. 
Additionally, the college has hired trained and competent staff 
in the Business Office. As a result of the above factora^nd 
its 'turn -around* in its fiscal operation, the administration 
feels certain that it will be able to appoint a trustee by 
September 30, 1984. 

» ■ .» ■ ■ ■ 
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Florida Memorial College further endor*es the audlfa 
recommendations regarding the need for mAkirt^ future loan 
payments in a timely manner, make all repairs needed to 
maintain the project facilities in good cor.iicion, submission 
of Lctan Management Reports and analysis of the project 
operating coses for the fiscal year 1^83 to the Education 
Department. 

The Administration of the college has xjde strenuous 
efforts to improve the administration of the projects to be 
in compliance with the work-out agreement. The following 
actions have been taken by the institution: 

1. The. college has b rought the loan paynients 
^current, and efforts will be made to make 

payments as agree^. 

2. Necessary repairs are being made to maintain 
the project facilities in good coriition. 

« 

3^ Loan Management Reports are being submitted 
(see Exhibit A ft B) * 

1. DEVELOP ACCOUNTING ANO^ t^OST-AfcLOCATION PROCEDURES TO . 
PROPERLY ACCOUNT FOR REVENUES AND EXPENSES APPLICABLE 
TO PROJECT FACILITIES > ■ : _ 

INSTITUTIONAL RESPONSE 

In accordance with the Trust Indentures governing loans, 
the college has revised its accounting systen to properly 
identity the financial results of each projectr Also, procedures 
for determining the allowability and allocability of costs ^ 
pertaining to the project are being implemented in accordance - 
^ with the applicable cost principles. With the revised accounting 
system, the institutiort can properly Identify revenue and 
expense categories related to the project. 
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2. ESTABLISH A REVENUE FUND ACCOUNT AT AN APPROVED BANK 
AND DEPOSIT ANY EXISTING PROJECT FUNDS AND ALL FUTURE 
PROJECT REVENUE INTO THE ACCOUNT . 



INSTITUTIONAL RESPONSE 

With regard to the establishment of a Revenue Fund 
Account at an apprQ.ved banK for depositing project monies, 
the college does not agree with the auditor, because it 
creates a hardship on its part to collect revenues at the 
time they are earned* The college is currently facing the^ 
problem of timing difference in receiving financial aid ,to 
pay students' tuition and fees. Also^ it is difficult for 
the institution to segregate a cash paynient f rem the stu^^t 
in order to credit, a Room and Board account at the time of 
the receipt* 

As a result of the above problems^ the institution can 
properly identify source and application of funds with proper 
account classification. As mentitftied e^arlier, the institution 
can properly account for funds of each project with the new 
accounting system. 

3. PERFORM ANY ADDITIONAL REPAIRS NECESSAAY TO RETURN 
THE PLEDCED FACILITIES TO GOOD CONDITION. 

INSTITUTIONAL RESPONSE 

The institution has made it a priority to inprove the 
condition of the project facilities. As of February 29, 1984, 
the college has spent $40,841 in making necessary repairs to ^ 
the facilities. It is the intent of the administration to ^ 
maintain the project facilities in good condition not only to 
«omply^wi€h the trust indenture, but also to improve student, 
life on cainpus* I 
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■:C,'.f w! HCjIi'ti LOAN aaOC^AM 
LOAN MANACEmCNT report 
♦ I #ta."fo 9r S*e».o- J0:;'f3) onJ.9)o» ih« 
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FLORIDA MEMORIAL COLLCCE 



:»^c^t^ I «o;4Sftft «n3 cooi 
IS800 N.W^ 4?nd AVENUE 
MIA^MI, FLORIDA 33054 



TO tl COmFlITIO fVjHUO 



EXHXB2X A 
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June 30, 1983 





Crvtt 


. (4^0 Ct»ri 
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Occw^i*^ N«. 


, -.1, 1^8? - 
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S 679,916 


SI 14, 133 
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(0 



J 



^•H Mfa ' 



TOTAL 



0. Sl«fgt •/ R«iM*« Acc» 



ENffOL^h<E NT fOW fACM TCRM FOR Pa^T 



$ -0- 



T«r«l 



$ -0- 



Am«unf/|>«i« 



$ -0- 



1224 



1X02 



388 



y^T^-JTrar^^^ — 



929 



929 



1224 n 



1224- 



Nat tw»om» (Loit) 



LoNf -Tarm D»4r R«lt« 



bANK rNFORMATlQH 



"CVCNUC 9\iu0 ACCOUNT 
ADOftist 



TCLCPHONE NUMBER 
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#4C1LITT LOAN! 


lOEHTIFV 


*' AMOUNT 


W 3% 2008*8 N 




ademic Building Bonds 


$lf 526,000 f 








■ / ■ ' " • 



URgOP The PgRSDM WHOfWgPARCS THg FORH 

Koduru V. Rflo/B u^^neas Manager 
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wgR COMHCNTiaO SC COMPLETED BY HUD): 



FLORIDA NBNORIAL COLLBGB 
ItoRMITORY AND STUOTENT UNION - CAFETERIA 
REVENUE AND. EXPENSES 
JULY I, 1982 - Jtine 30, 198J 



tudffnt Union' Revenue 
(Pall '82-921 X $40) $ 36,840 

(Spring '83 - 1050 x $40) 42.000 
[ .(Sununer '83 - 710 x $20) 14.200 
ioard Revenue 
oocn Revenue • • 
•88 Reveniiest 

»i Unoollectable Student 
Cherges - 151 

i Revenues 

I 

■enses; 
eraonnel: 

Counselors (3) $ 57.561 

Supervision 11.400 
Maintenance 

(10 staff 3wk8 X 40/hr» 4.440 
to paint repair • 
refurbish) 

(2 etaff continuious ^ 6.656 

maintenance 401 

Custodial/^nitorial 

(4 persons 12 months) 66.144 

al Personnel 
tilities: 

FP4L (401 $196,138) 78.45S 
BFI Waste(40l $10,300) 4.120 



% 93.040 



473,511 
367. S84 
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Ml«9ki->D«de Water 
(40) $20,794) 

Cfity Gas (40t $12^,572) 

Talephon* Service 



Totel Utilities * 

Board Bxpenses 

Other Expenses] 

Repairs i Ref urbigfting 
Nainte nance Supplies 
• Insurance (251 $40,000) 

Total Ot]Ser Expenses 

Debt Services 

Total Expenses 

Excess. Revenue/Expenses 



5r029' 
1,000 



S,586 
24,442 

'10«000 



4 96,922 
^ 396, 76S 



$ 40,028 

$ 104,000 

$ 7S3>916 

$ 10,133 
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EXHIBIT C 



FLORIDA MEMORIAL COLLECE 
AUXILIAkY EHTERPRI8E ACCOUNTS 

INCOME AND EXPENSE ACCOUNTS 



laoo 

1801 
1801 
1801 

i8<ri 

1801 
IBOI 
1801 
1801 
1801- 
1801 
1801 
1805^ 
1805< 
1805- 
1805- 
1805- 
1805* 
1805- 
» 1805- 
1805- 
1805- 
1805- 



-400 
-400 
-503 
-509 
-508 
-516 
-542 
•532 
-549 
-55.2 . 
-558 
-598 
-4D0 
503 
-508 
-509 
-516 
532 
542 
549 
552 
558 
598 



1825-400 



1825 
lA25 
1825 



503 
508 
509 



Auxiliary. Encerprists - Control 
Student Union Fees 
Full Time Staff 
Employee Benefits 

College Work-Study ^Macching Expense 

Supplies 

Utilities 

Comounications - Telephone ^ Telegraph 
Equlpoe^nt ^^^^ 
Insurance 

-Repairs & Ref urt>lshing f - ■ j 

Miscellaneous ' 
Food Service Fees 
Full Time Staff 

College Work-Study - Matching Expense 

Employee Benefits 

Supplies 

ComDunicat ions - Telephone 

Utilities 

Equipment 

InsuraQce 

Repairs & Refurbishing 
Miscellaneous 

Dub Dormitor/ - Room Charges 

Full-Time 'fetaff 
College ;^Wock*$tudy 
Employee Benefits 
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5K 




1830-400 



1830- 
1830- 
1830- 
1830- 
1830- 
1830- 
1830- 
I830« 
1830 
1830 



303 
308 
$09 
516 
332 
342 
•349 
•332 
-338 
-398 

\ 



••• ••.'«^"- 

Supplies 

CoOttttnlcAClont - Tclephoot 

Utilities 

Equip D«nt 

Insurance ■ 

Repairs & Ref urbis(hlng -^;A 
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Prime Dormitory - Room Charges 

?ull-Time Staft 
College Work-Study 
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Supplies 

Coomunlca t ions <- Telephone 

Utilities 

Equipment 

Insurance 

Reparis & Refurbishing 
Miscellaneous 
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PrinclDal Mtlcn Official 

Mr* Edward tiiabndott 

Assistant Secretary 

Office of Postseoond&ry Education 

De|>ar)iiient of EdUcatioo ' 

Roan 4044, ROB-3 — • / 

400 Maryland Avem^, s.W, . y 

Ifoshington, D.C, 20202 

Office of Inspector General 
Mr, Frank )bamit Chief 

Itetsecondary Education Audit Branch, Mishington 
Chief, Qantract Audit Branch, Washington 
RIGA, Region X (Lead Region) 
RIGA, Region XV 
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liQdit Oontrol Mo. 09*30044 
Pobruary 3# 1984 



r. 



Board of Trustees 
Bewail Loa Colleg* 
45*045 Kamehamehs Highway 
KsneohOir Bawaii\ 96744 

Dear Board Meinbecst . . ' • 

Enclosed is a «7opy ot the Departaent of Bdocation fj^) Inspector 
Oenersl's report, •Hawi^i Loa College - Review of ^he College 
Bousing Progrsm snd\Jicademic Facilities toan Prograa for the two 
yoar period July 1$ 1980 to Jane 30, 1982.* 

Your attention is directed to the contents of this r«port. 
Please respond to each finding and recooniendation within ?9 Myg 
froQ the date of this letter, presenting any oonments or 
Additional information that you believe -ay ^sve s^besring on the 
settlement of this audit. These oowaents must 
directly to the following Bducatibn Department official 
responsible for the finaL determination of corrective •ctions on 
def iciencies covered in th^ '•PO'^^«»*^'^!" 
determination of amounts that must be refondniS to the Federal 
Oovernmentt «^ 

Mr. Edward H. Blmendorf . 

Asslstsnt Secretary for Postsecondary Bdacstion 

U.S. Department of Ifiduoation 

P, 0. Box 23458 

L*Bnfsnt Plata Btatioh, SN 

Washihgton, D,C. 2002f • ^ 

Revised OHB Circular A-73 di recta Federal egenoies to expedite 
the resolution of sudits l>y initieting timely •«tlon on the 
findings and recommendations contained therein, therefore, 
receipt of your comments within 30 deys would be grestXy 
sppreciated . 

In.accordance with the principles of the Freedom o'^^n'^^^on 
Act CpSblic Law 90-23), BP Office of Audit "PO'ts issued to the 
Departmeiit's grantees and contractors a^e made 
requested, to members of the press and fl^nf"^ P"»>J^?^^° 
'extent information contained therein is npt subject to exemptions 
in the Act. , ' 

Please refer to the above audit control number in sll 
correspondence relsting to this reports 

Tours truly, 
Bmon BOYARB 

Regional Inspector Oenersl 
for Audit 
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mTBODDCTIDB 

Biiclcqgound 



■•wall Loa collag* (BLC», a Bawall corporation, la a orlvat* 
nonprofit four-year liberal arta oollag. locited on appJoJlSat^lJ 
136 acraa neai: Xanaobe on ttoa Inland bi Qaba, B«wafl. The llnd' 

aukject to the cobdltlona tbat It ba na«d for «dueatlonal iwr- 
«'.V "ri'^^ifi'^" ir-^J'*: other purpoa... Jband?nM or *?^t 
HalataiL Vrii ^JJI'^/? '^-a-tlon. Prior to r.oelvlny loan 

":}?i':i"e^.'5ts i:: rt'4"^:;^ v-."."rV."" 

In 19-67 , HLC %»aa awai^ded a loan under Title 111 of tbe Blglier 

S«°,>K''"/j"'"iV*' the 0.8. Departlent of 

Health, Education, ahd Nelfara'a Office of MueatlonJn 1972 

UplVT* Xrr?!*^'"' " r.cllltleTLoan p"oVr« 

(AFLP), which ia currently, in effect. The adnlnlatratlon of the 
iS'.n?; '""•'•"•^ to tbe 0.8. Deparf ent or iSucat iSn (>0* 

.tr„,?» - -1. i?Z "^3"?' ■ low-Inter eat loan to con- 

■truct a new llbrary/daaarooB building. Tbe principal anount of 
>2»»0.000. tbe proceed, fjon. tbe tlbrarT-nTSla.?- 
rop. Bui Idl no Bond, of 1976 (Bond) l.aned by HLC. ThTtemVof 
i«r.'I? provided for repayeat of the debt SJj^ period "f 30 
yeara at 3 percent Intereat. Tbe Bond la eecured by the libr.rv/ 
claaaroom building and a portion of tbe HLC Und^ li«»"'y/ 

The Bond waa originally acheduled to be repaid In annual inatall- 

?Sn'":'?°\ • Service BMe^w Icciunt of 

$123 ,000 waa to have been eatabllabed. Principal reduction, i-r. 
acheduled to begin In November of 1975. HoSVv«, du. to Hw'I 
poor financial condition, it baa been unable to mike any Lwinta 

on tbe Bond have been ude aporadlcally. In 19B0, BD reacbeduled 
the Bond repayaent becauae of BbC'a iwikilty to ^ay. ' "„ 1982. 
?982 Hfj!"«'-*i^"- echSdule. Aa of June 30 

ind 'Ji^ ™ a«"n«I»ent principal and Intereat of $470,000 

Sn f"P*ctlvely, Including payaenta due In May 1982. 

In addition, BUT haa pot eatabllahed tbeVequlred Debt servlci 
Reserve Account of $123,000. service 

In 1972, another loan (Loan Ho. CB-Bawall-lO(O) ) ma aade to blc 
SS^uVin-* "o"*-* Progra. (CBPI 1^ the 0 i.^,i?SSen t 

Orban Development (HOD). Tbe ad»lnl.tritlon of the 
loan waa tranaferred fro* BOO to BO anbaeqoent to lUy 1980. TbI 
principal aaonnt of the. loan waa $2TooO,000 repiyable over 50 
year, at 3 percent intereat. The purpoae of the OTP loan «• to 
.ix dormltorlea. wlfh iccoa«odatlon. »or iSo'.lnole 
atudenta, a dining and kitchen facility, and atudent^Snion .re;.! 
The loan (Mortgage) la .ecured by tbe facllltlea and a portion of 



■■V 




th« etc Iftiid* In addition* BtC pladgod tho antirovonuos of 
ppornting tho fncilition to Miko its mort^go payMnts, 

Tbo Nortongo wna oriyijnnlly nobodQlod to bn repaid in nnnntl 
" MpiiUits of npproxinntolyn|79«000» with principal reductions 
scbadulad to c&BnanQa in 1975. BLC baa not ^f|fda any of the 
raquirod principal paynenta on the Mortgage* Intereat payaenta 
on the Mortgage have befua vada at irregular intwvala. In 1960/ 
BLC executed a workout aglraement with SD for revised payment a on 
tbe Mortgage, but defaulted it in 199^. HM baa not eatabliihed 
tbe required Mote Sinking Fund Account of $77, 400 » nor baa BLC 
contributed any funda toward the requlrad Mepair and Replaceinent 
Reaerve Account of $195,000. .In addition, as of June. 30, 1982* 
BLC owed BD delinquent, pri'ncipal and intereat of 9157,590 and 
$197,564, respectively. 

Xn Movember of 19B2, BLC received approval to remain tempoiCriiy 
in arreara on all principal and intereat paymenta for both the 
Bond and Mortgage until April 30# 1963. The current deferment* 
on both the Bond and Mortgage, approved hy BD, expired April 30, 
1963. BLC haa ,not made any debt aervice paynenta aince the 
expiration of the defement agreeaenta. 

Tbe pledged facilitiea mentioned above are tbe only atructural 
inproveDenta on* the BLC campua, and a majority of the 136 acre 
aite ia unimproved. Tbe entire phyaical inatallation and moat of 
tbe 24 acrea of improved land ia pledged aa security for debt a to 
the 0.8. Depkrtment of Bducation incurred to conatruct the 
college. 



Scope of Audit . 

• The purpoae of our audit waa to review selected aapecta of the 
CBP alod AFLP loana to BLC. ; Our audit -waa performed in aceordance 
with generally accepted/ governmental auditing etandarda^ except 
that it waa limited to detfermining (1) tbe current atatua of dent 
aervice paymenta, (2) BLC'a compliance with the terma and condi* 
t ions of ita debt deiferi^etit and workout agreementa, <3) whether 
Federal and non*Feder^l loana received equitable debt aervice 
treatment (4) whether pla|dged operating revenue a were properly 
/ accounted for by BLC, | and (5) whether or not the financial 
N condition of the College i indicated a potential to bring the . Bond 
and Mortgage intp current payment atatus* 




/ 



/ 
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■lOBumws or fcupir imdm^ 



♦ 

BtiC is sQbstsiitiiilly in srrssrs on both its CUP ^nd JIPI»P losn 
psyssnts to BD. Pttrthsr»ors# BlC*s Wsak finsncisl condition wilL 
probsbly prscluds it from bringing its dsbt Mrvics psynsnts intb 
currsnt ststus in ths forsssssbls futurs unlsss it csn signifi- 
rsducs its opsrsting posts or incrMSs its rsvsnuss. In 
addition, BLC bnd opt bMfi oonslstsnt or «quitnbIo in its rspsy- 
■snt of dsbt t6 tl|f fsdsrsl govsrnasnt. BLC sisds its dsbt 
ssrvics psymsnts (botb^principsl «nd intsrsst) to privsts lenders 
while in srrssrs on both i^s CBP. end APLP Xoens. 

BLC should inedistsly review its revenues end expenses end eon- 
eider ehsnges to its rets structure, develop other eouroes of 
income, devise techniques to reduce its expsnees, or sons combine- 
tion thereof, in order to generate sufficient revenue to cover 
its expenses, including debt repayaents to BD. Pnrther, BLC 
should make its psynents to both its Pederel end non-Pederel 
creditors in a consistsnt snd equitable asnner. 

BLC eXso elXocetad certain costs to the ^venue Pond without 
edequate support, thereby ovetsteting the reported expenees end 
operating losses. Because of the poor overell finencial eondi- 
tion of BLC, a reconminded financial edjuetaent to the Kevenne 
Pund .would hsve no effect on servicing BLC*e debt to BD for its 
CBP Xoaa^ Accordingly, we have restri^ed our reoomendations to 
futurs changes in the elloostion of indirect costs to ths Revenue 
Fund* 

BLC generally Sgresd with ths asjority of findings snd 
recoisBendstiont contaified in the report. BLC etatedr that in eost 
circunstancss, it was alrssdy in coaplisnoe or ectively seeking 
to be in compliance with the report's recbmeendati^e. 
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LOU Probability of B«Mv»yi|^ 

BLC is •obstantially in nrraara on both its CBP and AFLP loan 
paymanti to B0« Thla occarrad bacausa 'rflvaniiaa« darivad 
primarily froa faaa chargad to atadanta Croom, board, and 
tuition) hava baan aignif icantly la«a than operating axponaaa on 
a continaoua baaia., BLC'a financial poaitioD baa baao ap 
pracarioua that ita indapandant CPXa hava iaaoad qualified 
opiniona on ita financial atatemanta for each of the past five 
years because of concerns about BLC's ability to^sBai^in 
existeace. Aa a raault of ita ongoing financial problema, BbC 
haa aought and received aedif icafiona to ita debt aervicing " « 
agrsaaanta, either by reachedulin#or deferring the psymenta, for 
both its CBP and APLP loana. Be rtcovnend that BLC innedietely 
review ita revenuea and aYpenaea and conaider changea to tta rate 
atructure, develop other aourcaa of income, daviae techniquea to 
reduce its sxpsnses, or soae conbinstion thereof ^ in order to 
gsnsrsts sufficisnt rsvenuss to cover its expenses, including 
debt repaynents to BD. 



Background 

Ondsr the trfras of its losn agreeBant, blc vaa required to 
eeparately account for the revenuea and expenditurea of ^peratiqg 
the doraitoriea and diliing facilitiea in the "Bawaii L6a College 
Revenue Pbud Account" (Bavenue Pund). The uae of a Bavjanue Pund 
wee necasssry becauae BIiC had pledged the net operating revenues 
derived froa the doraitory/dafataria facilitiea for debt eervica 
paymante on BLC 'a CBP aortgage. Specific revenuM t»are not 
pledged to make payaenta od the BLC Library and !Claaarooa 
. Building Bonds of 1970* Bather, payaenta vere to Bade froa 
other college revenuea. 



Poor Financijal Conditio^ ■ ' j 

The BLC'*Ooireetricted Current Fund haa had annual operating 
deficita ib four of the laat five yaara for ivhich audited 
f insncisl /ststeaents hava been iaauad. Ab of Jun# 30, 19S2, the 
cuBulative /Onr^atricted Current Pund deficit l»aa $930,657, 
including/ the ouaulative Bavenue fund deficit of $789,062. 
Moreover, BLC ataff indicated the Onreatricted Current Fund ddb 
deficit vUl increaae aa a result of fiaeal year 1963 loaaes. / - 

Beceuee ^f BLC*a aignif icant current fund deficita and debt 
obligatijina, the opinions rendered by BLC*e independent CPAa on 
ita eudlted financial atatenenta hava been qualified baaed on the 

'going Concern* concept* 
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Ths oplolon Mprtssad for tte f local yoar oofllJg ^wm iO. IIU 
•tstod in parts I 



As rifloctod isi thi financial atataa^ntt , ^ 
Collaaa haa acouBnlntod a aignificaot ddficit 
in ita nnraatrictad currant fund and baa 
aobatantial dabt obli«ationa in Ita currant 
and plant f onda. Tbaaa f actors »[o»ong 
otbara, aa diaouaaad in aota 2 to f inkocial 
atatananta* indicata tbat tba Oollag* My ba 
unabla to continna in •si«taacoj 
financial atataaanta do not includa any. 
adjoatnanta ralating to tba raobvarability of 
raeordad aaaat a»oonta or tba aManta of 
llabilitiaa that »igbt ba nacaaaaryl aboald 
tba Collaga ba onabla to contlnua in 



antitlad Financial 



. asiatanca^ 

^Kota 2 to tba^anditad financial aUtanantai 
Condition, at#tadt 

Tba Collaga bad an Onraatriotad Cnrrjant Funda 
daficit of 1930,657 aa of Jnna 30, 1902, an 
incrakaa of •37«,729 daring tba y««ri «>• 
Collaga waa alao onabla to aaika alliragairad 
paymanta on ita boaaing and acadaajlc facili- 
tiaa dabt to tba Onitad Stataa Oaoartaant of 
Education and. tba DapartMAt of Aouaing and 
Drban Davalopnant in a tiaaly mannar, aa 
diacoaaad In nota 4. In ordor to mmmt 
eartain currant oparatiag obligatioaa, tba 
Dnraatrictad Currant Funda borrovkd |100#00P 
frott tba Bodomant Funda during tbaj yonr. 

^Tba ability of tba Collaoa to aaat ita 
currant and long-tara obligationa la dapan- 
dant upon aavaral factora. Miong tbaaa 
factora ara tba naad for incraaa^d aproll- 
■anir additional gtfta and otbar aourcaa of 
- ravenuaar and a laval of axpandituraa wbicb 
doaa not axcaad yvailabla ravonoaa. »ba 
Collngn continaaa/ita af forta to iaprova ita 
f iaancMl poaition, bat tba raaulta of tbaaa 
af forta cannot ba pr^ictad at thin tiaa. 

In ligbt of tba incraaaingly Urga loaaaa 

aignificant dabt obligationa. «a alao f^^f Jl' f^^^^^ 
dagraa of uncartainty concarning HW'a^ ability to contin^^^^^ 
axiat. Mora apacifically. bowavar, ita balUva tbara In 
probability tKt HLC will ba abla to aaka Jpayaanta o« ' 
Mortgage owid to Bd at any t^i-n in tba f^tura 
aignificantly raduca ita oparating eoata or incraaaa ita 
ravanuaa. 
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»af Structiir^ 

Tha acut.f Xavsnae Fund deficits^ thm rmmnlt of epntifkaing 
operating lotau, occur r«d because ratee ^ar9«d to atodenta for 
rooK and board were t.oo .loKto of f eii% espeoaea oven before 
conalderation of d^bt^aervloe • The domltorlM bave experienced 
an average va^iocy rate of jiboutsas percent. Boweverj ilbile a 
contributing factor; tbe vaeanqy ratafia not appear to bertha 
prinary canae.of the Heveaue Fund operatitig loeeea. Bven if the 
donitoriea ware filled to capacity r tb^'^TeVenuea derived froa 
uaar faaa would oot be' auff icient to offl^et operating coat a. As 
a raeult the Revenue* Fund baa euffered loaaea of $39r834y 
f 191, 419 and t23Llr973 for the three fiecal yeara 1980, 1961 and 
1982. Therafora, we believe BLC ehou'ld .ia^ediataly con aider 
adjuati.ng ita ratea for roon and board, and Vevifw expendituraa 
for area a of potential coat reduction in order tp enaure revenuea 
at leaat cover current opereting ooata., including debt aervice on 
BLC* a obligations to ED. 

Becoroendation 

■■ ■ . \ 

BLC abould iomediately cbnaider eny neoeaaary adjuatae^a to ita 
rate atructura for tuition and fees, and abould develo'p other 
eources of income in order to generate aufficient retv^^ue to 
cover ita expenses, including debt^ rapayBenta to 8D. 

BLC Response 

BLC generally agreed with the findiaga and reconnendations^ 
included in thia aaction of the report. The reaponae atated that 
BLC*e financial condition ia precarioua but atapa taken by ita 
Mnagensnt *to correct peat def ioienciea, atay afloat in the 
present and build a baaia for a atrooger future both aoadeaically 
and financially* uy be working. . BLC diecnaeed the effect oa 
occupancy levela of cha*ngee ia tbe doraitory reta atructure in 
the past. The response indicatad BLC* a belief that annual 
adjuataenta siade to ita dormitory faea, increaead occupancy, and 
other external factora would enable the dormitqriaa to break even 
or show a aurplua in tbe currant or future yeara* ^ 

Auditor's Conmenta 

BCL*a reaponae primarily related to current and proapectiva 
oonditiona that are outeide the acopa of our audit period* Be 
have aot vreviewed the eupport for BtC*a aeaertiona and, 
aocotdingly, are unable to expreaa an opinion on the probability 
of BLC* a eucceaa ror failure in a^ievlng ite goala aa delineated 
in the reaponae. 
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^ • Incon»l»t*nt Tr«*t—itt at ybt 9Mx»vm»nt 

Our r#Vi«v disclosed that ILC has not been consistent or 
equitable in its repayment of debt to tbe Feflerrl government i 
BLC Bade debt service payvents tbotb priooipal end interest) to 
private lenders while in arrears on both its CHP and APLP loans. 
Although no sp;»cific evidence -irj|s available to deterttine ths 
cause for BLC*s inequitable treatment ot Federal debt service ^ ^ 
payments, ws believs BXC pursued this policy because of ED*s' 
lenient loan policies, including ED's villingness to grant annual 
• debt deferments and the fa'ct that BD*s loans vere made at a 3 . 
percent interest- rate^ substantially belov interest rates on its 
other debt* As a result, BLC has remained conti nuously in •> 
arrears on ixs Federal debt to the dstriment of fhe federal 
government* We reconnnend that BLC make its payments to both its 
Federal fnd non-Federal creditprs in a. consistent end equitable 
manner* 

Background 

As disculse^ in the Introduction section to this report, BLC ^ 
borrowed $2,190,000 from ED to constciret the library/ class room 
complex, a 'three-*story . facility. Due tcLS imok.of funds, the 
interior of the third floor remained uncomplfrted.^ to order to 
complete the interior, of the third floor, BLC borrowed $425,000 
in additional funds from a local bank to finance the construction* 
In addition, BLC haj also borrowed and refinanced 4fbt with 
non-Federal lenders ''to provide funds for its eurrent operaCl'DiM^.; . 

Inequitable Debt Treatment 

During the two-year period bbverejl fay bur audit, BLC failed to 
make its required debt payments under the Mortgage workout end 
Bond rescheduling agreements negotiated with BD. These 
agreements provided for reduced payaents t\swar4 .the intereat 
payable to ED*' Since January of 1982, BLC has not made |iny 
paymentjS^.to the Federal government. Bowever, during the same 
perioAy^^L^ has made substantial principal and interest payments 
to itiljp'i^ate creditors* For the two ye4rs ending Junis 30, 1*982 
BLC repaid in excess of $169«000 and |94.,D00 in principal abd in - 
'interest respectively on 4®bt to private lending institutions.^ 

" BLC officials stated that certain repayments were Bade from funds 
^ $pecifically pledged by private foundations for construction*, of 
tn> third jflobr^f acilities* Bowever ,"lt^^ eppears . Inequitable to 
Jthe Fe^ral government for BLC to seek loans tend pledges for 
additional construction %fbile in arrears on its loans outstanding 
- to ED for the existing structures.. 
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rurtb«rsor«, BtC hat »ad« payments for both principal, and 
inUroat on bthtir non-fodaral dobt «»bil« in arroara on ita 
Fedaral loana. Vdr Maaplo, io Only pf a priTata bank 

loanad BLC $1610,000 for 24. aontha at an intaraat rata aqual: to 
the prima rata plna l*3/4^parcMt, HXiC haa aade tlia riauirad 
Monthly intaraat paynanta on t,hii loan, Zn addition, BLC ataff 
informad up that tha firat principal payteot of $40,000^ dua 
July 1. 1963/ had baan nada .; 

Hhila wa ^n undaraUnd and appraeiaU the financial banafit that 
BLC racaivaa by^ rapaying high intaraat loana to privata 
inati,^utiona aa aoon^ aa poaaibla vhila delaying aa long aa 
poaaitilc repayment of ^ percent iatareat loana to the Federal 
government t ve dO not oonal^dar auch incona'iatant treatment 
. aiQuitable. In our opinion, the lenieney BD baa ahovn BLC in the 
past through debt reacheduling, deferrala, and nodif icationa haar 
been abused. . . ^ 

Recdhmenda ti on 

Ifa recommend that BLC ftpay ita Federal debt in a manner 
^ consiatent with ita non*Pederal debt. 

• , . • " ' - 

BLC Heaponaa w 

BtC concurred with the facta aa preaented in the report, and 

rrovided additional facta which it believed would influence the 
nterpretation of thia aection** BLC atated that atructural 
improvenenta were needed to improve the phyaical and 
paychological co'nstrainta existing at the college, nodernise the 
facilitiea, and incraaae enrollmadt. To accompliah thia, BLC 
obtained pledgee and borrowed funda to improve portiona of tha 
acbool with tha approve^ of BD officiala, BLC concurred that it 
had xepaid high intaraat private afctor debt while not repaying 
Federal debt, but th^at anticipated xevanne iiiereaa4a> other 
j revenue optiona, and alternate lioea of credit will allow BLC to 
trtet Federal debt conalatentXy with non-Federal debt in the 
future. 
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toproDTlv Alloc>t#d Co»f 

BLC * inftpproprifttttly clisrged oartftin of its Alloatad costft to tb« 
R«v6nu« Fund. This occurrsd becftuM the basis for sllocstion wss 
not sdequstsly supported or the sllocstion bsses used did not 
sppssr rsssonsbls considering the services provided. As s 
result 9 Revenue Fund expenses snd the operstiog losses %#ere over* 
ststed. During th» tvo-yesr ps<ipd ended June 30, 1982, sbout 
$279 000 wss cbsfged to the kevenue Pund for geoersl expenses 
which did not sppesr sllovsble under the terms of the CBP Losn 
Agreement. In sddition^ s significant emonnt wss chsrged to the 
Fund using sllocstion bases for which documentation was not 
svsilsble to support thst the sllocstion baaes were ressonsble 
s^d proper for the costs being sllocsted. Becsuee of th> poor 
overall finsncisl condition of BLC, a recommended financial 
adjustment to the Revenue Fund would have no effect od servicing 
BLC's debt to BD for its CBP losn. Accordingly^ ws hsve r^^com* 
mended future changes in the sllocstion of indirect costs to/xthe 
Revenue Fund. " ' ' 

Background w» ' 

Dnder the te^ms of its losn agreement > BLC >as required to 
separately account for the revenues and expenditures of operating 
the dormitories snd dining facilities in the Revenue Fund. The 
use d% s Revenue Fund was necessary because Bl«C hsd pledged the 
net opersting revenues derived from the doraitory/dihinfl^ 
fscilities for debt service payments on HI«C*s CSP loan. 

Exhibit *B*r paragraph (6) to the Loan Agreement provided that t 

Current Bxpenses of the jProject shsll be pay* 
sbls ss s first charge from the Revenue Fund . 
ss the sane become due snd payable* Current 
Bxpenses shall include all oeoesssry operst*, 
ing expenses f current Maintenance charges, \ 
expenses of ressonsble upkeep end repsirs, 
properly sllocsted share of charges for insur* 
ance and all ether expenses incident. to the 
operation of the Project, but shsll exclude . 
deprecistion, nil general admini sir stive 
expenses of the Borrower and the*payment into 
the * Repair end Replaceneot Reserve* 
hereinsfter provided for. 

The expenses of the Revenue Fund heye exceeded revenues in 
increasingly larger amounts over the last three years. The 
tiifflulative fund defipit was $789,062 at June 30, 1962. 
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ror fiscal yur 1981 Bod 1982, BLC alloat^a % total of «183,($04 
in ptility costs betveso ths doraitory/diniog facility and ths 
clsssrooB/librsry building bssod oo ostiaatod boors of usags. 
This basis sllocatad approxinstaly 66 parcaot of tbs utility 
costs for ths 1981 and 1982 fiscal years to tba dormitory/dioing 
fscility Revanua ruad, sod ths ranainiog 34 paroant of tba costs 
to tha cIsssrooB/librsr^y baildiag. libila aa^natad boiira of 

'ussga asy ba s rassonsbJa s^locsiion basis for aiailar nss - 
buildings, it does not appear rassonabla for buildings of 
dissiailsr use. For axsnpla^ dormitories asy usa lass 
electricity then sdministrstlve offices, irtiile kitohan fscilities 

- Bsy use more* 

Ws were unsble to determine whetheV the basis for sllooation 
provided s ressonabla distribution of costs to either fscility. 
However, since the dormitory/dining fscility ie s eepsrste^ 
fscility, we belisvs a separste utility mater would sdaquately 
measure utilities usage. BLC officisls indicated the .cost. of 
installation of a separate meter would be minimsl compsred with 
totsl utilities costs. Therefore, we racoomend BLC install s 
* sepsrste utility meter to sccurstely meesur'a tbe costs of 
utilities to the Revenue Fund. 



Qrounds apd Maiotenanca 

Grounds and maintenance costs of $62,099 were equally dietributed 
between the dormitory/dining end classroom/libi:ary fscilities ^ 
using square footsge as an sllocation basis. Bowaver« since these 
sctivities sre parfonnad outside of tbe buildings, tbe f unretions 
sppear to be primsrily rslsted to the .buildings* exteriors, 
improved lend snd roads. We believe a^ra aquitable sllocstion 
bssis would ba bsaad ott total improved acreage. Bacausa aoat of 
the improved property is contsinad in tba areas annpunding tbe ,^ 
two facilities OD campus, about 24 acres, wa.^acommend sn 
sllocation basis 'of 38% to tbe dormitory/dinina fscility (9 
acres) and 62% to ths clsssrbom/librsry fscility^ (14 seres). 
During the period of our sudit this' would bava raaulted in a 
reduction of grounds and mainteaanca costs of about $14,900. 



Cuitodisl Costs 0\ 

For tha two fiscal yssra 1981 and 1982, caetodial costs of 
' $65,157 wars equally distributed to tba tvo facilities using 
squsra footsge as an allocation basi.s. Bowever, einee dormitory 
roome sre clesned by tbs r#sident students and tba dining 
facility is cleaned snd msintsinad by tbe food aervica staff, 
these areas probably require less custodisl stsf f tine than tha 
sdminiatrsti ve, classroom, and.librsry aress. Bowever, we oo^ld 
not determine how much effort would bis required for escb of the 
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fMllltUs. «• r^oonmnd that ILC Mlntaln raoords •bowing th« 
nuBbar of , hours vork^d at oach facility location hy ita coatodial 
atfff . custodial coats could .than ba ehargod to oaoh facility io 
proportion to actual tifta and ^fort aspandad. *««***vx *« 

General Costa • 

Outing 1981, BLC chatfad about 923,25$ of ganaral collaga costs 
*to tha Eavanoa Fund, Thaaa coata included tha CMpua Mini at ry, 
Prasidant'a Office, PiM>liq Melatiooe and Oavelopaient coats. 
Because these coats ware general in nature and thue excluded by 
the CBP loan agreenant, thay were not alloimble chargea to the 
Revenue Pund. tn 1982, HLC charg^ n portion of the Athletic 
Pirector's costs <$4,012) to the Bevanua Pund. We reoommend thst 
HLC not charge general college expenditures to the Revenue Pund 
ill the future. - , 

» ' - ■ • 

Reconwendations 

Ne recoainend thst teiCt ^ 

1. Adopt allocation baaea that diatribute allovable indirect 
coats to the Revenue Pund in proportion to tha benefita receivi 
by the dormitory/dining facilitias. 

2. Discontinue changing the Revenue Pund for costa whi 
general and administrative in nature. 

HLC Response 

Although BLC indicated acne iDinor~disagreement with factual data 
as presented in the report, the raaponse indicated agreement with 
the f inding and recomitaendationa to adopt allocation bases thst 
distribute allowable indirect coata to the Revenue Pund in 
proportion to the benefita repeivod^ and to discontinue charging 
the Revenue Pund for coata which era general and adminiatrat i ve 
in nature. 
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APPENDIX 

I AM 
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Mr. teflon Boyart , ^ 

Regfonal Inspector Gencrft] for Audit >. 
VnH^Stat«s Dtptrtment of Education * n. 

RogloflarOftice of Inspector General 
SO UnltedsNationff Plaaai Room 117 

San Francisco, California 94)02 >^ - 

Dear Mr. Boyaras 

My staff and I have gone over the draft audit report for Hawaii Loa College, 
(Audit Control No. 09*30044) very carefuOy and, using the format suggested 
In your letter of November 30, offer the foOowIi^ rpponaeat 



* EK>-OIG NOTEt BLC comments have 
been deleted as they pertain to 
issues no longer contained in 
the report. 



t* Findings dc Eecommendations: Low Prohability of Repayment - We are 
in substantia) agreement with this section of the audit. Ihe College^ financial 
conation is precarious and has been for almost the ^tlre 18 years of Its 

. operations, Die present administration of the CoRq^e tooh over in 1979 
what was essentldly a banlcrupt institution and liaa been working to correct 
past def ieienciest stay afloat in the present and buOd the tasb for a stronger 
future both academfcaDy and financially. It has not been a ttiortHerm effort 

\and has r4N|iiired consideriabie deficit nnancingt reaultliif In r^ated \oifi^ 
^aoncem** ^Salifications on the College^ audits, tncreasing enroDmemts, 
higher dormitory occupancies, and increased levels of glfls atid grants to 



the MUege in the test several yeart offer at least tome indicatlcm that this 
longer-term strlitegy may be working. 

With specific ritference to the "Rale Structure" paragraph on piege S« we 
have several observations. The CoUege sets Its residence haUs rates accordli^ 
to a specific '■breakeven'* analysis using the assumptions that an 85% occupancy 
during the fall and spring semesters and a 60%^ occupancy durii^ the winter 
and summer sessions will result In a breakeven operation of the dorms (debt 
Service included). The analysis for the setting of the 1964/85 rates Ss attached 
for your review. The losses of recent years were due to low occupancies 
which were the result of several factors, includir^ hurricane damage which 
put . some of the rcbnis out of service, several years of rapid turnover in 
management of the dorms,, and a depressed local housing market which led 
to unusually inexpensive off campus rentals* AD of these factors have been 
corrected or changed in the interiip and the' current year% occupancy has 
been in excess of breakeven thus far« ^ ^ 

1 would also like to note that during the negotiations concerning the 
restructuring of the HUD loan with the local (Hsiwaii) office of HUD» which 
has since been closed, the College was advised to lower its dorm rates to 
make them more attractive to students. Although we did not lower the 
rates, we did hold tnem constant for a year to see if that had any effect 
Vpon the occupancy. It did not appear to have any effeot and so the normal 
procedure for setting the rates (mentioned above) was cmce again adopted. 

With respect to the ''Recommendations" section of the report^on page; 69 
«)e believe that we have made annual adjustments to the dorm fees to brii^ 
them into line with costs and that the dorms w£D breakeven or show some 
surplus in the current year and future years. The CoOegcf^ enroDment 
continues, to increase and the percentage of mainlaind U.8. and foreign students 
has remained relatively constant. Since it b primarily these students who 
seek on-campus housing, the CoDege , Is presently developing plans to 
accommodate a housiry shortage for the B4/8$ year. Hie CoQege has also 
been working since 1978 to develop the "cmference use^ of Its dorms durii^ 
summer and winter session months In order to increase Income froih the 
housing units. The CoUege has developed an increasing suofessful summer 
language institute program which all but fills the dorms during late July 
and August. The CoDege was also responsible for ^oneering the "Elderhostel 
Program*" in Hawdi which adds considerably to dorm occupancy durii^ the 
months of January and June. A special ^nltside grot^M" coordinator In the 
Corpmunity Service Office works on a year-round tiasis to develop educational 
conferences on campus which wlO use the dormitories for the conferees. 
Finally, beginning in J962» the CoDege began cfferii^ Residential Incentive 
. grants" to financial aid students (Le., special grants to students who thoose 
to liye in jthe dorms) to encourage on-campus living. These grants are funded 
by the operating fund and benefit the reventie fund. 

■ ' 

In summary^ we concur with the recommendations of this section and believe 
that we are already in compliance. 
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Findings ft Recommeiidatlont:> Inconsistent IVeatment of I>ebt Repayment 

While there are no factual errors In this aeStion, there ere additional facts^ 
which innuence the interpretation one brings to this section. The incomplete 
academic center — the third floor was Just an empty shell posed both 
physical and psychological constraints on the CoDege community* PhysicaUy, 
many of the labs and library functions of the College Mere 9ccupying 
classrooms on the second floor which prevented additional growth of the 
student body as well as preventing effective use of the College^ learning 
resources t^y the faculty and students. PsychologicaDy,. the incompleteness 
of the building lent an unfinished sense to the College as an institistion as 
well. The new administration sought and recelyed a pledge from the Atherton 
Family Foundation for $500,000 (paid 0ver four years) to complete the 
construction of the third floor^of the academic center as a modem learning 
resources center. The addition of this 18,000 8<). ft. of instructional resource 
space (library, A/V, computer, art, theater, music) not only provided attractive 
and effective academic support services to faculty and students (increasing 
the attractiveness of the (College to current and potential students), it also 
effectively doubled the amount of available cla^room space and allowed 
for expansion of the undergraduate student body from 300 FTE to a potent iisl 
600 FTE (current enrollment ^ 400) in the day program, as weU as the 
continued development of evening coi^tinuing and community education 
programs (enrollment growth from 1960 to 1983 has been from 450 to over 
1,200 students in these programs). It also gave a feeling of completion to 
the building. * I 

' . ■• ' 

It was only after this ple(^ejj>f financial support for the project had t»een 
obtained that the Cobeg/rtojjght bank financing for the project using the 
pledge as the repayment source. This istrategy was discussed in advance 
with the HEW officials andi ii was generally agreed that this approach both 
incn^ed the value of th^ academic center (the mortgaged property) as 
we^as increased the potential for income generation (from additional student 
fees) which would make repayment of the f^ral loans more likely. Both 
of these assumptions have proven correct; fiioth applications end retention 
have increased since the completion of this fability in 1982 and the additional 
students in both the undergraduate programs; and the continuing education 
programs will result in additional revenues diiring the coming years which 
will make repayment of the fejderal loans more 



It is true that the College has sought to repay the high interest private sector 
loans first and has let its federal debt service islide. It Is also true that the 
College has been forced to borrow addition^ funds for operating during, 
the past several years. Insofar as the student body continues to grow and 
the occupancy of the dorms Is Increasing, we think this te • sound Investment 
In the future of the College. The College has ialso t>ef n woridng on several 
fronts sale/leaseback, lease of land, fundralsing, etc to develop other 
revenue sources which can be u^ed to reduce the overaO federal and private 
Indebtedness of thewCollege. In time, we believe that several of these options 
win come through and the combined Incomes of the Increased student body 
and the alternative activities for using the College's property win make 
the CoDege aigoln; concern able to maintain its debt service. 



s 
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The CbB^ is currently working on e tongHerni line of credit Which would 
allow for hriifii^ the federel rescheduled debt service current as well at 
consolidate the private debt of the ifotltutlcn. 

Findings ft Recommendatlonsr Improperlty Allocated Coils 

There have been problems In this area and the CoBege has made som^ 
mistakes, most of which have been corrected. In part, the problem was 
due to the lack of Information dfi how cost allocations ahoidd be made In 
pome cases. NACUBO has recently published a book on coat accotthting 
for coBeges and universities and the CoBege has adopted these principles 
as its primary guide In this area for the future. Our response in this section 
will be to the specific cost areas outUned in the reports 

a. Utilities Costs - The CoBege has struggled with this area of allocation 
more than any other and various auditors have auggested various 
approaches to the problem. We are in agreement that installing water 
and electrical meters is the best approach and action wiU be taken to 

implement this recommendation. 

b. Grounds and Maintenance - The report Is somewhat in error in this section 
and the next with respect to what is contained under these department 
headings. The ''Roads and Grounds" department handles only the 
maintenance of the roads and grounds of the campus and does not Include 
building maintenance. TTie decision to apUt the expenses of this 
department 50%/50% rather than simply on the basis of Improved acreage 
(i^e., 38Slb/62%) was t)ased upovu 

1} the fact that the operation of the sewage treatment pfant falls 
in this department and Is relevant as an expense only to the dorms 
(the academic center is on a septic tank system) and this operation 
requires considerable time and effort of one person, and 

2) although there is less land Involved in the dormitory parcel financed 
through HUD noteX9 acres as opposed to 14 for the HEW parcel) 
there is more work Involved in the maintenance of the dormitory 
. lan<^cape than in the maintenance of Ithe academic center groumk 
(i.e., there are seven tnifldings and many more walks and roads 
in the dorm area, while there Is only one buBding and mostly open 
lawn areas on the HEW "*ide" of the campus). The CoBege wlB 
t>egin keeping time and effort sheets relative to specific tasks 
in this departmen|t in the future as a basis for i^ocating costs. 

c. Custodial Costs - During 1981 and 1982, this department Included both 
the cfustodial (cleaning) and maintenance costs (repair) for the HUD and 
HEWxfacilities. The Custodial cosU are somewhat higher In the academic 
center which needs more cleaning, but the maintenance costs are tdgher 
in the dorm areas twhich Uke more wear and tear from atudent Ui^ng. 
The students are responsible for cleaning only their own rooms) the 
common areas of aU dorms and the dning commons are cleaned by the 
staff. In Une with the recommendations of the NACUBO cost icceuntuig 
guidelines, the CoBege has split out Its physical plant cosU Into two 
funds <the operatir^ fund, r^tive to the academic center IHEW note), 
and the revenue fund, relative to the dorms WUD notePand eight separate 



depart m6nt8'(bhvftlcol plant oc^mlnistr^tipn, roads & grounds, mtitntenance, ^ 
custodial, utilities, campus security, transportation, and capital 
improvements)! The allocation of specific costs to specific area^ will 
be clearer under this structure. 

d. General Costs - The allocation of general administrative costs to the 
revenue fund during 1981 and 1982 was^an error of interpretation on the 
College's part and was correct^ed immediately after the error was pointed 
out 10 us by Oh ED official/ The 1983/84 budget does not allocate an^r 
of the costs mentioned in the report to the revenue fund. , 

. Summary - The College is, thus, in agreement with the majority of the findings 
and recommendations of the report with the exception of those items 
specifically noted. In most cases, the CoUege is already in compliance with 
the recomrnendations or seeking actively et this time to come into compliance 
with them. The College has maintained the facilities well, including recent 
.repainting (interior and exterior) and reroofing of all facilities, replacement 
of air conditioning and installation of energy saving (and hence costs saving) 
heat exchangers in both areas, and a variety of other actions which have, 
both maintained and improved the value and attractiveness of the facilities. 
It is the College's opinion that actions taken in the past fivet years will result 
in ihe cortlinued growth and development of Xpe CoUege as a going concern 
and thai this will enable the institution to repay all of its debt in the coming 
years. 

Sincerely, 

Philip J. Bfessfert, Ph.D. 
I President 

Enclosure 





BOOM 4 BOARD ftATB CALCULATIONS 

Aaumptlviiii 

1. Estlmalad )9M/lft Bu<%et (S-Fimd) » f760,O«O 

S« Eftlmatad 1984/15 Occupancy * Buromar months D60%' ' 

- Fan ft 8prif« months Ct5% 

3. AO 180 ba(b avaOaMe for assignment 
CalculatioiBi 

^ L Summer » U2 days 060% » 1» days x 1P6 badli » lifit bt^/days 
X. Fall ft Spring » 243 days 085% • 243 days x 133 bedsB97479 bad/days 

3. Total t>ad/days » 50t3S5 

4. T:o^t/bed day • |760|000/50,355 » $15,09/bed/day for Room ft Board 
S« Fa^l ft Spring AUocationst 

!3/3 of expenses and 37479 bed/daya • $509,200/37479 «■ $13.70/day 
6. Summer AUocationst * _ 

1/9 of expenses and 13479 bed/days - $298»400/13476 « $19.61/bed/day 

Recommendationai | 

L To attract more fuD-ttme students to live in dorma, charge slightly less than 
dally expense allocation of $13.70/day/bedi ^ 
Reoomraeiid $12.70/bed/day or $l,500/aemeatcr (DS dqra). | 

3. Td pick up difference In cxpensot charge higher rates forjhortf r term occu> 
pandas of summer months for students and outside yrot^usc of dormsi 
fccommend doid^ occi^ancy rates ofi / 

Pallf iionthiT 
Btudent . - TBT BUS «4tO 

Ootaide Groupa SS ITB - 

3. To i^inlroiBe expenses to A-Fund departments* diarge actual cost of bed/day 
operationsi l.e.| $15/bed/dayi for interdepartmental charges in dorm use. 
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Tb« ^oard of Trustees 
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40-045 Ranohsmbs Highway 
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Ptlmarv Action Official 

Assistant 8ecretaxjyf Offioa of 
Postsecondary Education 

Other 

Secretary's Regional Representative 
Office of Inspector iQeneral 
ipostsecondary Audits Branch 
Contracts Audit Branch 
Region X, Regional Office of Audit 
Region IX, Regional Office of Audit 
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UNITED STATES DKPAUTMKNT OK KDUCATION 



nrnos Mil 



Audit Control No. 



O0-3OO2V"^"* 



Dr. Te<l DeVriet,. President 

Huron Colleqe 

Huron, South Dakota 57 350 

I^r Dr. DeVrie9t 



I The purpoBe of this letter is to inform you of the results of our 
AUptT OP TUB COLLRGB HOUSING' LOAN PROGRAM AT HURON COLLEGE. 

Plftas/ft r«»tpond to each finding an«l recommendation within 30 days 
from the date of this letter, orosentina any comments or 
additional information that you believe may have a bearing on ^he 
settlement of this audit. These . comments should be forwarded 
directly to t hi' f ol Lowi no fiduci t ion Deoartmeivt official 
resDonnible for the final determiriation of corrective actions on 
deficiencies covered in this rpoort and, where necessary, the 
determination of amounts that must, he refunded to the Federal 
Govornmentt 

Assistant Secretary, Office of 

Poetsecondary Education 
Department of Education 
/ Room ROB-3 

400 MaiWland Avenue, SW 
Washindton, DC 20202 

Revised Office jof Manacrement and Budget (OMft) Circular A-50 
directs Federal agencies to exoedite the resolution of audits by 
infitiatina time\ly action on the findiriqe and recbmmendations 
cont«ihed therein J Accordingly, comments received beyond the 30 
dbv time framp iiBtablished rfill not considered durina the 
DQSolution Dhase, unless nr> extpnoion hns been qrant^^ beforehand 
fy the appropriate oppntint o£f ici^^l, indicated above. 



INTRODOCTlOrf 



BACKGROUND 



./ 



The Colvleqe Housino Loan- Pronra^n (CHt«P). was established by Title 
IV of the Housina Act of l^SO. The Proqrauf original ly. provided 
lonci-te^ loans to educational institutions for student and 
faculty housino. The Proqram was later broadened to include 
financing of other facilities such a^ student centers., health 
renters, and dininq halls. About $4.*> billion has br^en loaned 
over the life of thP oroorim/ and .about $2.9 billion is 
\ . 

\ . ■.. . 
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outttandln9 to about 1,250 borrowers. The loana are normally 
• ecuredl bv a first mortaaoe on the faci 1 itie^ and the sitq, a 
aoecific Dledoe of revenuen and a qoneral obligation boC the State 
or public body* 

The CHLP was manaqed by the Deoart:nent of Housing and Urban 
Development (HUD) until May 1980 when the Program wa 8 of f i ci a 1 1 y 
transferred to the Depa r tmen t of Educa t ion (ED). Under an 
aqreeinent with BD, HUD continued to administer the Program 
throuqh Aoril 14» 19B1* HUD awarded Huron Colleqe, a private 
nonprofit institution of higher education located in Huron, South 
Dakota, three Colleae Hbusi>in l^oan.s (CHLs) totalling $1,604,000. 

The first loan for S504,000, oroloct frSD- 39-CH-0044 , wa« awarJed 
in 1964 to finance ;the con s t r uc t^ion of a 72 hed addition to 
Churchill Hall Stid to retire the Government bonds used for the 
initial construction of the 100 bed dormitory. Three setioe of 
bonds were issued^s followst 

.1st Annual 
Inherei^t Installment Date of 

Series Amount * Rate Due Maturity 

""a $?H,bdO 3-i/6 4/1/1965 4/1/1994 

B 193,000 3-5/e 4/1/1967 4/1/2004- 

C ' 25,000 3-3/4 4/1/1967 4/1/1991 

The sacond Van, orojcct 180-39-08-0065, was awarded in 1967 for 
the construction of a 144 bed dormitory, Kerr Hall. The loan for 
-$5^0, 000 in thr form of bonds bearinq interest at. ^ percent 

per annum, maturinq.on October 1,;2 0 0 7 and payabVe in 
installments from October 1, 1967 to October 1, 2007, 

The third loan, orolect ISD 39-CH-0074 , provided $560,000 in 1969 
for construction 6f a studen t ■ union buildino, the Camous Center. 
-Those bonds bear interest at 3 percent per annum, mature on 
December 1, 2009, and are payable in installmen t s from December 
1, 1972 to December 1,^2009. 

Plodaed f a(ri li t les for the CHLs cooni^ted of a first inortgaqe on 
the nroject facilities and the sites thereof, and any othef 
property assinned by th»* Collenc or by anyone on its behalf or 
with its written consent. Pledged revenues for the loans 
consisted of net revenues from th.? pli-^dqed facilities including, 
for the Campus CentsV, a $75 annual fei>. per student. A summary 
of the loans and amounts past .luo ar.? attached a^ a Schedule to 
this report. The College had no other lonq-term debt. 

SC OPE OP AUDIT 

~r ^ . . ■ ^ 

Th^ purooso of o»ir audit was to rosti^^ selected asoects yf the 
CHL^ at Huron Colleqe. Our sOeQlFic objectivis were to determine 
whether the Colleae hcid tho jhility to make payments on the 
loa^s, the terras of the CHL had b.?en complied with*, pledged 




revenues had been propcrlv reported and paid, and CHLb had' 
received equal treatment witn oth«r lonq term obliaationa . ' 

We reviewed the Colleofi^s Loan Man^Qef»».?nt Reports fpr %he fiscal 
years 1981 and 1^S2, tested selected receipts, evaluated 
allocation bases for claimed malnten/fnce and operation expenses, 
analysed notes payable In th«* Federal Government, and reviewed 
the Colleqe*s audited flnancia) statements. • Our audit was 
conducted in accordance wi th . qpnera 1 ly accepted government 
auditing standards a opr opr i a t c to the limited scope audit 
described above. - ' ■ 

Audi t field w&i k was oe r forneil in .inlv 1983', at the College in 
, Huron, South Dakota. 



RESULTS OF AUDIT 



FINANCIAL CONDITION 

Huron Colteoe had. not mr^.^a the annual installment payments on any 
of its loans since Ortobfr 1 , 19 73 nor had It negotiated a 
workout agreement with pd.- We believe there is little 
probability that the Crllrqe wlU hi> able to make payments on the 
bonds hftld bv BD at any tin*- in th« future unless the College can 
8 iqniticant.lv rp.5uc*» its operatino costB br increase its revenue. 
At June 30, 1 S 3 , the dc^linqunrt interest payments totHlled 
$461,554 while the d^liquent princlo,il payments were $ 318 , 000 . 
The Colleoe needs to examine its options for settling the loan 
obligations ahd work with FID to reach an acceptable settlenient. 

Our audit disclosed thnt tho Collpqe did not have sufficient 
funds; or the likelihood of obtaining such funds, t6 meet its 
obligations -unrler Its lr«»nfl. The certified public accountants 
(CPAs) audit report contained a disclaimer of opinion on the 
fiscal year ftsi finanrial statr-n^nts because the ability of the 
College to'realize certain of its recorded assets was 
questionable. The Colleop had sub-.tantial operating looses that*^ 
resulted In selling restricted endowment assets and plant assets 
tfnd utilizing bu i Id i ng r en r t ion funds for current operating 
expenditures. The ftscal year 1982 audit report Contained a 
qualified opinion on the faitncSfj of the financial statement 
presentation subject to the ability of the College to recover the 
tnaior portion of Its recorded d*»spt9 which in turn was dependent 
upon the Colleqe's continued operat'lons, meeting financial 
requirements, and maintaining financing. As endowment assets 
wore sold,, cfurrent rovenuc^s were further dp-pleted by 'the income 
those a8S'?bs would hav* qeneratAii. College officials need to 
raise an additional $250,000 hv r^otpnber 1, 1983 to meet 
operating obi i a-? t ions. 



Because College officials did not anticipate being able to meet, 
their oresent loan obliqatlooe, thoy planned to offqr SfiOO,000 to 
the Ooverjiment, to be paid over a 24 month period, as complete 
eettl%«»ent of the three loans, Thf* funds would be provided by a 
$1 million fund raisinq drive^ The ramaininq $400, 000 would be 
uaed to replace the depleted endowment funds in order to continue 
operations. The officials understood that leqislative relief 
would Jbe required to provide authority for ED to accept such an 
of fer * '• 

Colleqe officials expressed the ooioion that, there was a chance 
for continued operations if the Colleqe could obtain program and 
leqislative support for the settlement. They also believed that 
failure to reach a 8et,tlement would probablv cause the Colleqe to 
be placed on probation by its accreditinq organization and could 
eventually caude the College to lose i t s . a c c r e d i t a t i on . 
Accordinq to CoUene officials, loss of accreditation would put 
'he Colleqe out .of business. Colleae officials believed $600, 000 
was the la roes t settlement the Colleqe could .Tiake and^ that that 
was more than thk Gov*?rnment would realize if the Colleqe ceased 
to operate. 

We recommend that Huron Collpoe examine all its options, 
i/ncludinq neqotiatinq a workout agreement with ED, for settling 
Its loan obliqatioos and actively pursue those options with BD in 
order to reach a satisfactory'settlement. 

Colleqg Response 

Colleqe officials responded that they were actively pursuing 
different options to reach a satisfactory settlement with ED. 



ALTERNATE USE OF FACILITIES 

Durino fiscal vear 19fl3, the Cbllf^qe us^d space in the Campus 
Center and Kerr Hall for other than approved ourposes . Because 
of disreoair, the Colleae had clof^ed its main classroom and 
administrative buildinq and. relocated **Ho8e facilities in Kerr 
Hall and the Campus Center. One-half of Kerr Hall, a 144 bed 
dormitory, was converted to faculty and administrative offices. 
* The student recreation areas and th** dininq area in the Campus 
Center br»C3me the President's offic--' an.l roreption are'*. Colleqe 
officialiS said that the moves were necessary to keep the Colleqe 
fur^tioninq but neither notified ED of those changes nor 
requested approval for them. 

Federal renuiatlon 34 CF« 614.61 (}i)(21 Requires EO-assisted 
facilities to be used for the purnosos for which the. loan was 
niade. Any alternate use itiust b*: approved by ED. ' 



At . the time of our au<llt the 198 "J Loan Manaqement Repotts^hdd not 
been completed, therefore we could not determi.nre whether the 
College had credited the Kerr Hall and the Canpua Center accounts 
for any loat revenue resultlnq from conversion of dormitary and 
dlnina rooms to offices, or if the costs associated with the 
alternate use were properly- allocated.. * 

We recommend the Colleqe request oermisslon for the alternate use 
of facilities and prooerly report the actual cost of ope.ratlng 
the facilities. 



College Response 




College officials responded that they would notify EO of the- 
alternate uses of facilities. 



ACCOUf^TING SYSTEM ' 

The College's OiCCountlna system 'did not Identl f v • class I f y and 
segregate revenues and maintenance ^n^^ operation expenditures by 
oledaed facility as requlreil by trfl»^Truat Indentures. Tbereforer* 
the costs allocations for fiscal year 1992 could not be supported 
and some revenues were not properly reooVted. The College should 
develop procerlures so that oxiwnd i t.u roa and revenues could be 
Identified with the apnroori^tp pl»?rla*?-l Facility. 

The Trust Indentur»»s required the Coll^'oe to establish a Revenue 
Fund Acdount, an TnteresH .SlnVini, Fund Account and a Repair and 
Reolacement Reserve Account for 'J.ich d1 edged' facility. The 
College had not established those fund accounts. Instead, 
revenues and expenditures were recorded In the general fund and 
allocated to the pledged faqllitles. We were able to verify the. 
accuracy of the cost allocations for fiscal year 1961 but 
determined that revenues fro.n th»; three facilities were 
understated by $ 3,685. Had the income been correctly recorded, 
the College still would have reoorted an operating loss. Fiscjal 
year 19B2 revenues were understated by $9*324. were unable to 

verify the allocation of popts for fiscal year 1982 because th€|re 
was no explanation in support of th** allocations. We did nj)te 
that the reoorted operating loss was sinn i f ican tly understated if 
1982 costs were allocated in the si^nf? iit.inner as the 1981 costs. 

The Colleae Initiated a new accounting system on July 1, 1983. 
However « the new system still did not Include the required 
accounts. *Col.leoe officials stated a system which accurately 
seqregated acco\ints would not .bt» arlmi n I a t r a t i vel y feasible for 
then). 

We recommend that Huran ColV<?ne o*t^bli'5h the required accounts 
to prooerly record an.i reoort r'svenu'?? 'lod costs associated with 
pledged CHI* facilities. ^ 

> 



\ 



■ ■■ ■ / 

Coaieq» g<npon>c " / ■ # 

Officials reapondedthat/^v^ry effort would be m^de to 'aqg if agate 
the accounts in the comrnq' fiscal yiaar.. . • 

■ ' ■ ■ * 

Except for the items reported above » tested itcims were in 
compliance with appHcahlf laws and ■ regulations, NothJ^nq came to 
our attention as the '/esult of aud^i t tests that caused us to 
believe the untested it^ros were not in compliance with applicable 
law*} and requlatior>8 . ';>... 

In accordance wit.h the principles of the. Pre^dom of Information^ 
Act (Public Law 9Q^23), repqrt insu^d to t he Depa r tmen t * s 
qr^ntees and contractors ar<7 made available* if requested* to 
members of the press and qor\eral public to the extent informa t ion 
contained therein is not subject to exemptions in the Act, ' 

•■ ■" 
Please refer to audit control nu'mber 06-30024 in all 
correspondence relatinq to this report. 



Sincerely, 



JaTiice LeRov Vj 
Regional Inspector General 
fbr Audit 



Attachments 




. Schedule 



Schedule of Loans and 
As of June 



p^tllnguent Amounts 



Orioipal 
Aniount 



Churchill Hall 

S-erles a * Jfflfi,000 
^ B 
. C 
Tot^ll 



S 



191,000 
v ^2S.0OO 



Korr Hall 
Tot '(I 



>O4,OO0 

I " ■ . 
540,000 



?60.ono 



Principal 
Outstanding 



8 237,000 
173,000 
IB. 000 

SOB,O60 
'SSO.OOO 



Oa^e 
Delinquent 



4/1/73 
4/1/73 
4/1/73 



110/1/73 
13/1/73 



Delinquent Delinquent 
Principal lnter«|Lftt 



$ 71,000 
36,000 
10.000 

'^slirlodtt 

96,000 
10$.000 



$ 74,0^2 
62,712 
6.^50 
$143,524 

144,780 



l-otal 
Past Ctae 

$145,062 ' 
<»d,,7I2 
16.750 

..$260>;S24^ 

■ 240,780 



Inter^^t on the CHL was Accumulating 'at a rjite of $46^093 per year. 
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HiironCdlese 

HURON, SOUTH DAKOTA 57:150 
> .|b05) 352 B721 



December 30, 1983 



Ms.. Janice L^Roy . . 

Regionii Inspector teneral ^for Audit 
1185 Federal Office Building 
Denver, Colorado 60294 



Dear M6. LeRoy; 



. In reference to your audit report • concerning the College 
Housing Loan Pfbgram (CHLP) at Huron. College . Although the 
report ttummarises the status of our loan and the College ■ 
appropriately, I would like to offer the foUowipg commenta 
in relation to your findings and re&otnmendations. 

1. Financial Condition * * 

The financial status of the College is correctly 
described. 1 may add here that the operating cash 
deficit is now larger than we projected earlier (deficit 
. of $7SO,000 - 51»dOO,000 is t^ing .projected now). This 
resulted from a significant campus deterioration due to 
deferred maintenance and decreasing enrollment. However, 
the college is actively pursuing different options in 
order to reach satisfactory settlement with ED. 

2. Alternate Use of Facilities 



ture of relocating the 
faculty as reported), the 
not seek an approval from ED. 
ccur, the cost of maintenance, 
building would be considerably 
low occupancy rate of 'Kerr 
approximately half occupied), 
nitel/ cost efficient. The 
of the changes. 



-Due to the temporary na 

administrative offices (not 

previous administration did 

If thB relocation did no.^.o 

repair and >itilities to th^ 
'higher -(because 6f the very 
.'Hall, the remaining hal f is 

Therefor^, the move is defi 

College will notify the BO' 

3. Ac^upting System 

As the r^>ort indicates, an entire segregated accounts 
for/ the. Building would not be administratively feasible. 
Dug to* the high cost and low revenue aesociated with the 
building soipe jexpenses and revenue are grouped together. 
However, wd will make eveey possible effort to segregate 
^th^ accoujfts in our cohiing fiscal year. 

I hope the above comments assist* you to complete your 
rt. Please do not hesitate to contact. me if you have any 



repo 

questions 



Sincerely, 



Ted D. DeVries 
President ' 
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REPORT DISTRIBUtlON 



Audi tee 

Dr. Ted DeVries 

Buron Colleqe 

Huron, South Dakota 573S0 

Action Official 

Assistant Secretary, Office of . 

Postsecondary Education 
Department of Education 
Room 4044, ROB-3 
400 Maryland Avenue, SW 
Washington, DC 20202 

Office of Inspector General 

Chief 

Postsecondary Education Audit Branch 

Chief , ' 

Contract Audit Branch 

ED OIG Office of Audit 
Reqion X . 

ED OIG Office of Audit 
Reqion VIII 

Other 



Reqional Administrator, Office of 

Student Financial Assistance* 
ED, Reqton VIII 

Secretary's Reqional Representative 
ED, Reqion Vlli 



Office of Inspector General 



OfUco of Audit 

REGION il * 

REPORT ON AUDIT OF 8ELBCTED ASPECTS QF 
COLLEGE HOUSING AND ACADEMIC FACILITIES LOAH^ PROGRAMS 

» •. ■ 

^ . REUKA COLLEGE 

KBUKA PARK, NEW YORK 




NOTICE 



J' The designation of financial and/or management practices. as 
questionable or a recommendation for the disallowance of costs 
incurred or claimed, as veil as other conclusions and 
recommendation in this report, represent the findings and 
opinions of the ED# OIG Office of Audit. Final determinations*. on 
these matters will be made by ai^propriate ED program agency 
officials. / 

Audit Control ||lo. 02-30039 
March 9, 1984 




^ U.S. OCPARTMENT OF EDUCATION 
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UNITED STATES DEPARTMENT OF EDUCATION 

REGION II 

' :6 FEDERAL I'LaZA ' ' 

I . Ntft \ORIl NEW VORk t037« • 



March 9, 19H4 

Audit JontrolNo. 02-30039 



Dr , Arthur F, KirK 
?r».iiaent 
.Kea/;a Col lege 

Ke\i<a Par A, New Vor< l447b 
Dear Dr , Kirk i . 

Enclosed'" is a^ copy of the.Otfice ot Inspector General's report 
titled:" "Audit ot 'Selected Aspects ot* College Housing, and 
Academic- Faciliti'^s Loan Prograins, Keuka Col lege , KeuKa Park, 
New York". 

Your attention is directed to the contents of this report. You 
have previously provided comments. It" you. have any additional 
cotn«nent3 oc information that you believe may ha^^.e a bearing on 
Che seLtlemenc ot this audit, please respond within 35' days fron 
ch«? dace ot this letter. These comments should be forwarded 
directly to the following Department of Education otficial who is 
responsible for the final determination of corrective actions on 
deticiencies covered in this report and, where necessary, the 
de termi na t ioii ot amounts that must be r^afunded to the .federal 
Government: 

\ , 

Assistant Secretary 
Office of Posts«conda.ry Education 
Department of Education ' , • 

400 Maryland Avenue, S. w.. 

Koom 4044, ROB - 3' . , 
Washington, D. C. 20202 ^ 

Revised Office ot Management and Budget (0MB) Circular A-50 
directs Federal agencies to expedite the resolut ion of audits by 
initiating timely action on the. findings and recommendations 
contained therein. Therefore, receipt ot your comments withiri 35 
days would be greatly appreciated. 

In accordance with the pcinciples of the Freedom of Information 
Act ( Puolic Law 90-2-3), reports issued to t ho D.j pa r t me n t ' ii 
.grantees and contractors are made available, it requested, to 
members of the press and general public .-to the extent inf or ma 1 1 on 
contained therein is not subject. ^o exemptions in the Act. 

rny';fan;nLn^®'' , ^ ^ « a bx^ V e a u d i c o n t r o I number in all 
correspondence relating to this report. 



Sincerely, 



Enclosure 



/ 



Peter L. Amaya 
Regional Inapiectbr General 
for Audit 
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^ HIGHLIGHTS OF AUDIT RESULTS 

KeuKa College did- not comply with certain p.fOvi3 ions of the 
College Housing Loan (CHL) and Academic Facilities Loan (APL) 
pro9rams-. Our do terminations are summarized below and are 
pf evented in more det^>i-.io'' the '•Findings and Re comme nda t i 6n s " " 
section of this repo'r't.* 

■ Maintenance and operation expenses, allocated to CHL 
#; prcft|-ram' pledged facilities for th9 fiscal years 1981 

and 198 2, included unsupported and unallowable cosl 
avocations. As a result, maintenance and oper-^tion 
expenses, allocate-d to pledged facili.tiea for the 
fiscal years 1981 and 1982, were overstated by $82,82 3 
and $1 7,6 36 , respectively, or a total of $100,659. in ^ 
addition, certain other allocations wej;e predicated' on 
budgeted, rather than actual, expenses. Information 
marde available to us did not permit a dete r m i na t i on of- 
the impact of this con-dition on CHL program cost 
a 1 Ibtfat ions . Bes ides . recommend ing cost disallowances 
' of $8 2 , 82 3 and $ 1 7 , 8 36 for the fiscal years 1981 and 
1982, respectively, we are recommending th^^t all 
budgeted maintenance .and operation expenses be adjusted 
to actual, and that other procedural improvements be 
made to ensure the prppriety and accuracy of the 
expenses allocated to CHL program pledged- facilities . 
The College did not fully concur, mainly contending 
that some of the cost items at issue w.ere- properly 
charged to t^ program or were immaterial. (Page 5.) 

. Keuka College is providing rent-free office space at 
the Student Center for other than eligible activities, 
without the required ED approval. We are recoimnending 
that the College promptly request ED approval and, in 
accordance with the Federal Regulations, pay a rental 
fee therefor. The. College did not concur, essentially 
» contending that the activities at issue were within the 

range of activities permissible underthe Federal * 
cr iter ia . ( Page 9 . ) . , . 

<#* ' 

Contrary to the Federal Regulations, Keuka College did 
not -inform ED of unusual circumstances nece s s i t a t i ng a 
change to the AFL program financing plan. Without .EO*s 
approval, the College extended the loan term beyond the 
permissible 30-year period. This type of situation 
could' possibly lead to a forfeiture of interes.t grant 
subsidy payments. In August of 1983, we notified ED 
officials of this situation, and, on October 1 7 , 19 8 3 , 
they approved the extension of the loan term. We are 
recommend i ng ...t ha t the College promptly advise ED 
program officials of any future changes in the terms- 
and conditions ot the AFL program financing plan. The 
College did not address our recommendation. (Page II.). 

Except for the items highlighted above, and discussed in more 
detail in tne "Findings and Recom^me nda t ion s " section of t.h i 
report, the tested items were in compliance with applicable lawfi ^\ 
and regulations. Nothing came to our attention, as the result of 
audUt tests, that caused us to believe that the. untested items 
were not in compliance with applicable laws and regulations. 





INTRODUCTION 



gackqround 

Keuka College, Park, New York, a private nonprofit 

institution of "highar ec^^ation, offers undergraduate degree, 
programs. The Col lege flPas founded in 1890 under the laws of the 
State of New York., and, at present, has a atudent body o f » 
approximately 5UU femal.3 ^students. 

Five College Hovjsing Loan (CHO) program loans were awarded to the 
College in 1972 by the U. S. Department of Housing and Urban 
Development (HUD). Administration of the. loans was transferred 
from HUD to CD in May of 1980. The five loans, total irjg 
53,4 4 3,000, had terrns froin 25 to 45 years. And the College 
isjued the following first mortgage bonds as security for the 
.loans: 



Bonds 



Ser ies 
Ser ies 
Ser ies 
Ser les 
Ser ies 



Interest j<ate Term Principal Amount 

2;75U% 25 years / S 19^9., 000 

3.335* 29 ygars 605,000 

3.375* 31 years 888,000 

3.000* 45 years 920,000 

3.000% 40 years 831,000 

S 3.443.Q0Q 



The purpose of these loans was; (i) to construct a dining'ha.ll 
addition and a student ^.ctivities complex; and (ii) to ref\ind the 
Keuka College Dormitory bonds of 1956, 1960, and 1966 and the 
Keuka College Dormitory and Dining Hall bonds of 

The pledged facilities for the CHL program loans consisted of 
structures known as Blyley Hall/ Space Hall, Saunders Hall* David 
Hall, Dahlstrom Student Center, and the dining hall addition. 
, Pledged revenues for these loans consisted of the net revenues 
from the pledged facilities and an annual student "building fee" 
of S50 .to be collected from each full-time student as long as any 
of the loans remained outstanding. ' 

The College has obtained annual deferments for CHL prog.ram 
principal and debt service payments which were in default. A 
"worKout" agreement was Reached with ED in December of 1982 to. 
repay, over a 'five-year period ending August 31, 1987 , defaulted 
interest for "the period April 1 , 1979, to April 1, 1982, totaling 
$2*^7,169. This agreement also allowed the College to defer 
current^ CHI, program principal arid interest payments, subject to 
an annU'^il .issessmerft by ED of the College's financial condition. 
A;> of June 3U, 1983, past due principal and interest payments 
amounejfd- to 5533, 0(T0 and §400 , 989 , respectively. 
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In 19 71, the College obtained a bank loan to const r uct. the Weed ■ 
Physical Arts Building and the Lightner Library. The principal 
♦unount ot the. loan was $l .S million, repayable over 30 years at 8 
1/4 percent interest in 3 emn annual inst.illmenta of $ 6 7 » d 7.8 , 
Under the Academic Facilities Loan (AFL) program, the then-Oftice 
of. Education of the U. S, Department of Health, Education, and 
Welfare awarded the College an annual interest grant subsidy 6C 
$54,567, thereby reducing the effective interest rate of the loan- 
to 3 percent. Administration of the AFL program was transferred 
to ED in May of 1980 . . 

Scope of Audit . ^ * 

Thu purpose of out audit was to review selected aspects of^'tjie 
Colle-je HoJsvng and Academic Facilities Loan program^ at Keuk^^ 
College. Our ipooific objectives were to determine whether: 

a. Receipts and e x pe nd i tares for pledged facilities were 
. properly determined and reported to ED, and net 

revenues were properly accounted for and used to make 
.' payments on the CHL> program loans by the College. 

• 4 

b. the' College complied with the terms and conditions of 
the CHL "workout" a g r eeme.n t t hia t defer red.lobn 
payments. . a . ■ 

p ■ 

c. Federal . loans had recepved equal treatment with other 
long-term obligations of the Colleg-a. 

' - ■ 

ri. Debt service payments were current for the College's 
Academic Pacilltl'es Loan. 

We tested selected pledgbd revenues;' we evaluated the bases used 
for allocating maintenance and operation expenses; and we 
analyzed notes payable to the Federal Government. Our audit was 
conducted in accordance with generally accepted governmental 
auditing standards appropriate to the limited scope audit 
described above. Our audit did not include a detailed ana-lysis 
of ipaintenance and operation expenses, nor a review of. the 
efficiency artd economy of operations. 

The audit field work was performed during August of 1983 at the 
Collegfe in Keuka Park, New York. 
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FINDINGS *AND RECX)MMENDATI0NS 

Finding No.l - Ineligible Collgge Hous^nq Loan Program 
Maintenance and Operation Expenses 

Maintenance and operation expenses,, allocated to CHL program 
pl-idged facilities for the f iscal yeara#'198 1 and 1982 , incJ.JU^eTi'" 
unsupported find unallowable cost allocations. As^^^^^sult, 
maintenance and operation expe n ses- a 1 1 oca te d^ t=.<& pledged - 
facilities for the fiscal years 1981 and 1982 wo^e overstated by 
$B2, 823 and 317 ,836, respectively, or a totair^D^f $100 , 659, In 
addition, certain other allocations were J^edicated on budgeted, 
rather thart actual, expenses. Informationp\ade available to us 
iJid not permit a determination of the impact of this condition on 
CHL program cost allocations. . ' 

In the special conditions section of the CHL program loan 
agreement, current expenses for the^lnaint'enance and operation of 
ple'^ged facilities are deT I'ned as ^11 necessary operating 
expenses,, current mAinteoance charges, proper 1 y allocated share 
ot insurance c^ts, and all other expenses incident to the 
operation of thj pledged facilities , excltiding depreciation and 
all general and^admin istrat ive expenses of the university. 

Our review of the annual Loan Management Reports (HUD -4370) for 
the fiscal years 1981 and 1982 and the r e I a t ed .s uppb r t i ng data 
providea by Keuka College disclosed several conditions that 
affected .the allocation and accuracy of the maintenance and 
operation expenses charged to CHL program pledged facilities. 
These conditions and the recommended cost disallowances are 
discussed below ( details. were previously furnished the College). 

• Unsupported Allocation of Maintenance and Operation Expenses 
($15,665) 

The cost allocation ratios used by Keuka College to allocate a 
share of ^he- ma intenanee and operation expenses to CHL progi 
pledged facilities were unsupported. College officials advf 
us «that these ratios were not current and that all relat^Ti 
documentation had been discarded. In addition, they advised us 
that the individual responsible for the development of^these 
ratios was no longer employed by the College. Accordingly, we 
developed current allocation ratios for 11 cost categories' and we 
determined that the CHL program had been overcharged $6,835 and 
$9,030 for the fiscal years 1981 and 1982, respectively. 

Unallowable Charges ($84>794) 

College Wotk-Study Program ($51,159) 

Keuka College employs students, under the College Work-Study 
(CwS program, to perform various tasks for the food service 
center, the bookstore, and the grounds activity, as well a^ otiiei 
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services allocablo to CHL pro.jram pledged facilities. For the . 
fiscal year 19-8 1, the College improperly allocatj^itJiJie Fe<}erarl 
share ot CWS program salacioii to CHL program pledgsa facilities. 
This resulted in a $51,159 overstatement of maintenance and 
operation expenses for f i^cal^j^ear 198^^^ ^ . ^ ... .. 

General and Administrative Expenses <$33y6_35) 

m V i a ^-g^ t.i » >c^« ft v o 1 v i — Fond Sq iulLc^;^^ 
Billing and Collection Services ($13,133 for "fiscal year 1981); 
Bookkeeping Services ($ 7 , 29 6 for fiscal year 1981); Auditor a 
Fees (94 , 400 and $4,975 for fiscal years 1981 and 1 9 8 2 , 
respectively); and. Trustee's Service Fees ($3,831 for fiscal year 
1982) were improperly allocated to CHL ^^rogram pledged facilities. 
The allocation of such char^ges, aggregating $24,829 and $8,806 
for the fiscal years 19-61 and 1982 , respectively, to the CHL 
program i's not permitted by the aforementioned loan agreement.. 
The College allocated those charges* to CHL program pledged 
t 1 i t i e s because it apparently considered them to be 
maintenance and operation expenses. We, however, feel that 
these charges relate to administrative functions • and are not 
directly related to the maihtenance and operation of tbe pledged ^ 
facilities. 

Budgeted Expenses v 

Certain charges allocated to CHL pcogr^irt -pledged . fact 1 i ties for 
^he fiscal years i9fli and-im ropr o Bcat a d b udgat^, ^ther i^han • 
actual, expenses. The charges in- quest Ion included: director of 
halls and dormitory supervision stlacies, custodial salaries, 
and upkeep of grounds, physical mant , telephone, and conference 
expenses. College officials advisefe us that year-^end iantries to 
adjust budgeted expenses to actual expenses were inadvertently 
not made foe these coat categories. Inasmuch as actdal expenses 
for these cost categories were nOt readily identifiable, we were 
unable to determine the Impact of this conditl9fl on CHL. program 
cost allocations. 

Reco6ypendat ions 

Wb recommend that Keuka Colleger . 

1. Reduce maintenance and operation expenses charged to ^CHL 
program pledged facilities to reflect the recommended cost 
disal l^owances of $82,823 and $17 ,836 for the fiscal years 1981 
and 1982, respectively. Additional adjustments of certain 
expenses charged to CHL program pledged f ac il 1 1 i e s , ma y be 
necessary after the College updates its records to reflect 
actual, rather than budgeted, expenses. ^ 

2/ D.etecmine whether a net Income W33 derived from the 
operations of CHL program pledged facilities for the fiscal years 
1981 and 1982. If so, the net income should be deposited in the 
CHL program Bond and Interest Sinking Fund Account. 




3. Allocate maintenance and operation enpenses to CHL proqram 
pledged facilities using current allocation data. Also, measures 
should be" taken to ensure that: (a) all eKpijnses are adjusted 
Croin budgeted to actual; . and (b) unallowable Items aria removed 
I roin the expense pool. * 

4. Submit revised Loan Manageinent Reports Cor. the fiscal years 
1981 and 1982. > 

Summary of t^ie College's Written Gomments* 

Thej College did not E. ully concur in our find-ing and 
r eco.mmen d ations, It ba^?ically contended that j (1) the 
unsupported allocation of maintenance and operatio/i expensQ^ for 
riscal years 1981 and 1982 was the result of misinformation and 
i'iCK of guidance on the part of Federal official's; (2) the 
Auditor's ?ees and Trustee's Service Fees for 1-981 and 1*987 were 
nece?>3ary eKpenaes and covered only the specia 1 'audi t required 
under the CHL ptogram; and (3) ''supplementary information" 
r*elativo to bud^ted expanses for 1981 and 198?, furnished to us 
on October 10, 19 8 3y' . i nd i ca t ed ^U^-a^^jth e differences between 
actual costs. and X)udgeted a Hocat idrts^were immaterial. But »the 
Colle-je acknowledged that the Federal share of College Work-Study 
pcograin salaries was improperly allocated to CHL prog ram .pledged 
facilities in 1981, (Apparently, this condition has not yet been 
reiii^^ied.) 'The Colleger however, did not -address the matter of 
the recommended disallowances for 1981 Food Service Billing and 
Coll-jction Services and Bookkeeping Services -expenses. And it 
did Oot comment on our recommendation that revised Loan 
Management Reports be submitted for 1981 and 1982, 

Oltj's Response 

We believe that the College's comments on this- finding are 
without basis and do not address fKe issues correctly. 

» ■ ' '* . • * 

Firstly, the College's coiiunents on the unsupported allocation of 
maintenance and operation Expenses for 1981 and l9 8 2 ^are not 
relevant. This* aspect oJE* the finding deals with lack of current, 
::iupported allocation rat.iosj it does not deal with progiram cost 
guidelines. In this respect, the Collegers comments ' miss the 
point , ' 

- ^' ■ - . 

Regarding the College's contention that the Auditor'^ Fees and 
Trustee's Service Fees for 1981 an5 1982 were necessary expenses, 
we cite the CHL program loan agreement {Special Condit ion ( c) 1 
Uiat explicitly excludes all general administrative expenses from 
t he . a 1 loca t i on of expenditures to pledged facilities. Auditor's 
Fees and Trustee's Service Fees are general administrative 
expenses and, as such, are not allowable. 

Lastly, as to the "supplementary information" on 1981 and 1982 
budg-^ted expenses, such was*: not sent to us on October 10, 1983 , 
rt'} the College stated. Actually, we received it on February 13f 
1984 ,^ after making a second request, immediately upon receipt o^ 
:.he College's comments of February 6, 19 8 4 . Moreover, the 

■* supp l«?me n t a r y i n forma t i on" shows that, for 1981, actual coats 
were lower than the budgeted expenses by.$7,847j while, for 1982, 
the actual costs were higher than the budgeted Expenses by $7,83'7', 
Those fiscal year differences are relatively material; thus, the 
Col Ijerge should not offset or igntjfe them, i 



a'for. to the Appendix for the full text of the Cbllone's written coititcnts. 
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FinJing No. 2 - Una uthorized Alternative Use ^of College Mousing 
Loan Program Pledged Facilities 

Keuka College is providing re'nt-free office space at the Stu.i..»nt 
Center for other than eligible activities, wit^hout the ti.».4'jired 
Kt) approva I . 

The Federal Re^j u I a t i o n 3 , 34 CFR 614. 6S (a), dated Juho, 1981, 
stipulate that: "Any use of a ED-assisted facility for otlier 
tiian an eligible use under the Col lege* Hous i ng Pogram ^requi r^fii ED 
approval." Fu r thr? rmore , such alternative use should normally of! 
oV a temporary 'nature (34 CFR 614.65 (a)) and shou M ,:j'in^':-.U'..; 
sutticient pl»id(jeJ r'> venues for tfte requirements of Lh-» CHTj 
progra.n 134 CKK bl4.65(o)(l)). , , ■ 

W-o ' I o-u i^d , how'ivir, xhat Keuica- Col lege has be^n pcovidinj, s^nco 
at lease 1980, rent.-free office space at tlie Dfahlstrom Student 
C4nter to the Assis-tant De«n of Students and th*e Chaplain. 
College officials stated that the use of* the StuSent Center for 
these activities constituted cost and energy saving measures. 

In our opinion, Keuka College should have complied with the^ 
FedieVal regulations by obtaining ED's approval. Additionally,' 
the College should have paid a rental fee for this office space, 
tifareby generating additional pledged revenues, as prescribed by 
the aforecited Federal Regulations. 

Recommenda t ions 

:We recommend that Keuka College promptly request ED*approval for 
the alternative use of the Dahlstrom Student Centex, iind that the 
College pay a rental fee therefor. , ' 

Summary of the College's Written Comments * . ' ^. 

The College did not concur in our finding And recommendations, 
contending that: (1) the housing of the Office of the Assistant 
Dean of Students in DaJ> 1 s t c o m' .S t u de n t Center was part of the 
original design of " the building; ^nd (2) the Chaplain occupi«?s an 
office in the Dahlstrom Student Center on a temporary ba^is, and 
in a n6ndenomi nat ional role, to counsel studeoJts. 

QIC's Response 

It i/s still our opinion th*at rent-free office space was provided 
at the Dahlstrom Student Center, a pledged facility, for other 
than eligible activities. . We note that there is nothing in the 
loan agreement and other pertinent documents (e.g., 
correspondence between the College and ED), indicat ing tliat the 
housing of the Office of the Assistant Dean of S t u de n t s ' a n<l th.? 
Chaplain in the Dfthlstrom Student Center waB contemplated in the 
•original design of said building. In addition, we fecund no 
evidence to Suggest that the College, at any poi.it cTt time, 

requested and received Federal appro^^al tor housing, rent fre<», 
the OiEice of the Assistant Dean of Students , as w<$ll as thf» 
Chap la ii^ in t he -pah I t ro'in Student Center. 

• , Refer to the Appendix for tho'full toxt of the Cblloqo's wri tton. eorrrnt.s. 
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Ftndinq No. J - ^.P. author i z ed Change to the Academic Facilities 
^ Lo^n Proqram Financinq Plan " , 

Con.trar/ to the F>Joril Regulations, Keuka .Col logo did not inform 
EO of unusual c i rcumst ancos nec^s 3;i t a t i n g a change to tJ)o AFL 
progra.n tinancing plan. Without ED' a approval, theColl.?;jo 
extendo.J th'» loan term beyond the permissible 3 0 -yea c , p-j r i od . 
This type oT: situation could possibly lead to a forfeiturM of 
interest griant subsidy payments. 

After demons trai.wuj a- temporary inability to makif semi .*nnu.il lo^n 
payments, m 198), K-uka College was given a ono-yo:ir mo r a t o r i .j .ti 
py tht.' lond.?r, thus exLonding tljo term of the loan \o 31 yejr^. 
V In oxch^inq.i for additional mortgage coll.it^ral', t h e- l^e^id i.^ r 
.UlowoJ tho CAllagu-to malv the payments for- 19 83 , including th^• 
acorued intor.jst, -6 an.l 12 months after tho'lasL sch'-duled 
payment duo in the y«ar 2002, (i.e., in the year 2003 , or 3l3t 
year of thtj loan ) . p 

Federal Regulations, 34 CFft|617.76 (June, I'gei), state that the 
term of the loan for which CVe applicant requests an annual 
interest grant .subsidy cannot lexceed 30 years. Said regu la t ion:j . - 
ho-^evjr, provi.i.> that, if ufiusual i r c u m s t a n c e 3 w-irranL ai 
etxojption, EO program officials may accept ^ loan term long^2r 
than 30 years. But Keuka College did r>ot notify ED. of t h i 
Chang.'. Wi-hoof. jihch no t i f i c a t i, on and ED acceptance of the 
change, Kf^i>ka Col l.3ge Wa s t: e c h n i c a 1 1 .y in violation of tho 5 :) 
approved f inancing plan,. This type of situation tould posVibly 
lead to a forfeiture of interiest grant subsidy payments. 

In August of 19 8 3 , wcj^notified .ED program of/icial.3 of tfti 1 
situation. Recognizing that Keuka College's u n u s u a li 
.circumstances warranted an exC^ptiorf, the ED program officials, 
, on October 17,M98 3 , approved the extension of the loan term,^ 

Reconunendat ion 

We recommend that Keuka College promptly ad v i .3 e ED pr og r am 
o#ficials of any future changes in the terms affid conditions of 
the AFL program financing plan. 

Sununary of the .Col 1 eqe ' s Written Comments * 

The Coll'^go basically recounted the actions taken to obtim ED 
retroactive approval of the extension of the loa^. term* However, 
the College did not address our recommendat ion . • 

QIC's Response 

The College's comments are not entirely accural.; in that-thoy Jo 
not mention th»i fact that the College took corrective action only 
after we broughl t h i regulatory violation to it^ attention. 
Further, we would like to stress the importance of o'ur 
recom'mendation-, which the College does not address in its 
com.neMt ,, Had we not informed dthe College about this condition, 
rll^io o not approved the exfen.sion of tho loan term, th- 
College would have oontinued to be io vfolatin of 34 GFR 61 7 76 " 
and It couM have forfeited interest goant subsidy payments, ' 

^-^.-forti. t)^ f„, ,,,,, f.-ij ^^^^ ^^^^^^^.^ ^^^^^^^ 
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RECEIVED. 
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•Jr. I'eler L. Anuiyj 
Rc. ional Inspcc:or Ccnvr .- * * - C.ff let of AuJlt 

for Audit * ' . >o«Uoll, K.Y. 

Umtoi! St.itcn Dci».u t.n«iM i- Krtnc^it 
Ht^ i o n 1 1. . . ' • ■ 

26 Kcdorj I I' 1/17. J 
Now York, New Yoil. 10.';.-: 

Dear Mr . Amaya ; . * ■ " , 

■ ■ . . *^ • ■ 

This letter Is in icply f your U'ttcr oi Dccowbor 16. 19Cr. which addressed 
to Dr. ElUa*)Cth Woo'K S'.xo-,- ■ Dr. Sha-. ' < retirement fron t'-o m-okv of the 
CoUo.-e l.ocatnc c f i t-ct ivi*' IV ."i-ilic r Jl. I" -3, an.l 1 assnnciJ tl.c of 
['resident on Jaiu..ir/ 1 , ? ' ■■ I -ti; ■ I resjiond to*scvoi'a- ui .: .-■ • is»dini;5 ol 
the draft of your audit ro ;>■•;■ t . ^ 

rimlln- ::o. 1. bi:-.in.-.i.' . » vaiie f. . Jv.'s -vit-.^ :ti inten.inco an.! upf..«'-iou expanses. 
Koula Collej-.c has never r.vc'ived any •.liiten xitdellnes i^9n.cltm'v IIUD or the 
Department of E.h.catlon oo ivhat constitutes allowable Maintenance .ind Operatlon^.l 
oxpenscB. Indeed, verl.rtl ..Idellncs rccetvod Crom the Dopartnent of EducatlOjO 
'c6nfllcted with your audit replort. Uc were verbally told by the Do.iartmcnt of 
Edn«atIon In April 1933 tl.ac'such tte.-.: as bonks and soods^ purclM se.l .or rtsale , 
by tlie bookstore located in a plodded latltl.ty i*ore not** flUowahle . bvit Income 
from-bookatorc sales was to be InclwIeU. The?- als* 9tate3. dormltn. y supervision 
and security were not alio ohlc. * These positions were clearly untenable, and 
accordlncly. we proceeded uithont benct'It of meaningful RMlcleUfici. In the 
absence of i^nldQUnes atwC ^jjith mis Infor-.at ton belnj supplied hy th.- ^^^^P^^^"'^"'^ 
of Education officials, the anoi.nts of* S6.835. for 1981 and $^0jO. for 1982 
represent differences between accoiintoi»t s In hazy ar^aa , and arM nr»t naterlal 
In an audit of this sl/.e. , 

Student emp4oyees employed hy the Colic .c Work Study Pror.ran wcrr improperly 
allocated In 19Bt. ' Durln... 1032 » we learned that this allocation wa-^ Improper, 
and this was rfcmcdled in the 1982 report. ^ » 

We BtronRly bellVve that both the auditor'h fcQ» and thA Trustee's ficrvtce fees 
' ... „ . ._ _i f--.jItiCH. The 



are 



lep.ltlmfltc and necessary expenses incurred l>y the pledp.ed fu 



pi*or«i 



ted 



pledp.ed facilities Jere h-.iU with tMr .Tnt4c Lpat loij thjit r<«von'.i'-: ^ 
' would pay opcratliuj ahd dcM service cii>ens%9. .ind neither tho Tr-i^il^* s lee 
nor the auditor" u fee ocpcn-se would ii.ivi^ been Incurred hod thc ii- .iMildlnRS not 
been financed under thr ColU-.'O Houni. ■. I'ronrain. The auilU exprns- .overs on y 
the special audit roquirc.l for the plt-a-e fAllltles: the Colic v.- s i^"*^"^ 
audit Includes all Inconc and OKpenHP'-. , and no part of Its uener.il .i"dit is 
charted to the pledged faclUtlea. 
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ar or . ? rpUilvc CO hud«ctcd licprnso. W48 furnlshc^J to your 

• "'^''V r>- Erlckson'.. letter of OMobcr 10. 198). 

Informa ion vas submitted which Indicated that tl.e Jlfforence betwcon actual 
cost and budRCtcd allocations for the two years CMhined ua, $r7S. 

■ n"lilneU..Lt!!l''' the 0/fice of the Ass U t ant Dcun of Studcntn 

ilr^* " . °^ ^^'^^^'^om Student Center. The office in question was 

JjJ". / " ^^»-l;;in.il dcslp.n of the buUdin 



in)',, and vmr specifically dc-Jlgncd for 



ho -sslsjant Dc.'in of Siudents. The Asslatant Dc.n.'s prltnary responsibilities 

!hoL « fi/ theoahlstrom Center; (2) ,Wv.l9e studc'nt. orr.anUat Ions . 

who.c offUes are located in the Dahlstrom Student Center." The offices for 

. udent orp.ani.atu,n.s ^a,e alao part ofathe orin;innl design of tUc facility. ' 

n an uhi J'^l'nm"'' °^ Assistant Do..: par^ of t orUin.l " 

plan wl»lch IIUD ai)i)r..ved . ^ 

' ^ ' % •^• . 

tending NO. 2 a i so^.U 1 e;:es that-^the Chaplain's or;.c. was an inefi 
,t..c iMiildin;, jnc oupUin occupies an ufU^e in the Dahlstror St 
on a temporary h.i.i-. to counsel students; T^Tther religious serv'ic, . n.r 
at 'na '^"•"I'-ted in the building. The Choplaln", role Is non^denonin 



le use of 
«i Cont*^r 
ror 



plnn'^^'nl;'"; -^ c«rr.c-.us On changes in the Academic :acili.les Loan Pr«.-rat. Flnancins 

Plan, oo Si*ptcnl)L'r , lysi, 1_ _ > . - 

I i nine com! it Ion;; ■■ 



Lincoln First Dank Sent the CoUeRe a let'ter o».t:- 



»vcrc acceptable to the han, lor change:; in t «c finaiuin. 



r f"'"' '^'J the Department of,tducae^n bv . let t er ^^i' ^ept ombei 29. 

IIV.'J. ^'^/•^""-^••'.-'-"Ces. Also, on September 2o'. i98Z, K^uka Culle,,e sub^ 
m l ed a letu-r to Department of Education. asUinv;_for approval oi the pro-, 

i'hV* T;, V of Education approved the cl.an,;es o.v October i:/ 

USU TMo Coll.r.r ;joard of Jrustees Authorised c.ecutlon of doc.r.M.ts to ♦ 

on I I rX7"' °" "^"^ documents wore er.ecutc|J 

on janua^ry 6.19«/,. Formal action, on the changes, thtfifore. was taW*n"afteA 
the necessary approva 1- had been obtained. . ■ 

*i 

We recognUe that kouka*, delTnquency on meetlnc loan -payments Is o^ .erlpus 
concern to you, We^hall remedy thatT problem over the next several .-cars 
Howevtr. your audit d .id not contrlbut^e to that-cnd in any signlficanc way. 
Indeed, we have bei^. d-istracted from the restructuring of the Col le r to defend 
actions taken commoMly on college campy;,^ on the .U-ice of auditor-! .hhI federal 

rfrh- H. T* """^^ ^'"""^y problem which wa, corro.ted prior 

to the audit. Che .mounts Involved |^e not material. 

we appreciate youf responslbl I It y and look forward to%our constructive support 

In helping us meet oir nh\ i na r i r^n. - _ - .... 



o»;r obligations to.amortlze the debts audited. 



Slocere ly 




Dr. Arthur F. Kl<ck 
President 



AFK : Jkw 
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AND ACADEMIC FACILITIES LOAN PROGRAMS 
. FOR FISCAL YEARS 19B1 AND 1982 
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NOTICE 

The designation of financial and/o(>«manager1a1 deficiencies or a reconmendatlon 
for the disallowance of costs Incurred or claimed, as well as other conclusions* 
observe tloi^s and recomnendatlons In this report » represent the opinion of /the 
EO GIG Office of Audit. Final detemvlnatlon onrthese^matters will be>ad4 by" 
appropriate ED operating or program officials. 
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UNITED SIAIES DEPARTMENT OF EDVCATION 
OFFICE OF INSPECTOR GEI^RAL * » 

Region V 
300 South VMCkW 0tW9 
Chloagb. Illlnott 60606 ^ 



Audit Control No. 05-30059 
APRS6 W4 



D^.-^uce Haywood, President 
Monmouth College 
700 East Broadway 
Honmouth, IlllnolB 61462 



Dear or . Haywood i 



Enclosed is a copy of our audit report entitled "Report on 
Limited Scope Audit the College Housing i^d Academic 
ties Loan Programs For Fiscal Years 1981 and 1982.* Yo 



Faclli- 

__eB Loan Programs For Fiscal xearo i:>oi anu Youf com- 

ments have been irtcorpor ated into the final report. If you have 
any ad^^ltlonal comments/ please submit them within 30 days from 
the date of this letter to the following Education Department* 
^ctfflcia^^ 

* Assistant Secretary » 

^Office of Posteecondary Education ^ 
Department of Education 
Room 4907, ROB-3 
• -* Washington, D. C. 20202 

Revised Office of Management and Budget (OEM) Circular A-50 
directs Federal agencies to expedite the resolution of audits by 
initiating timely acJtlon on th^ findings and recommendations. 
Therefore, receipt of your Comments within 30 ^ays would be 
greatly appreciated. # 



In acco 
Act (Publ 



rdance with the principles of the Freedom of Information 

,.-bllc Law 90-23), reports Issued to the Department's 

grantees and contractors are made available, if requested, >to f 
members of the press and general public to the extent .Information 
contained therein is not subject to exemptions in the Act, 
n . 

Please refer to the above audit control number in aril correapondr 
ence relating to this report. s 




Robert 'G. Belbrooks 
Regional Inspector General 
for Audit - Region V 
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AUDIT OF COLLEGE H0U8INQ AND ACADEMIC 
\ FACILITIES LOAN PROGRAMS 

MONMOUTH COLLEGE 
MONMOUTH, ILLINOIS 



INTRODUCTION 



fiACKGROUND 



Monrojuth^College is a small coeducational institution founded in 
1B53 by Sqpttish Presbyterians and committed to the value of 
ecumenici^l i>erspective of the Christian faith. It is accredited^ 
as a fdut year liberal arts institution by the Nort-h Central 
Association of Colleges and Secondary Schools. The College 
currently serves about ^15 undergraduate students. 

^ ^J'^^^'OOO College\Housing Loan was awarded to Ijonmouth College 
/uim? ®' Department of Housing' and Urban Development 

1 apministr^tio^ of the loan was transferred from HUD 

to the Department of Education in May 1980. The purpose of the 
finance the constructio;! of two building projects in 
addition to exchanging bonds previously issued for two prior 
.construction projects. The four projects were comprised of 
(1) a student center (2) Fulton and Graham student dormitories 
(3) Cleland ^Kall ar-.a u Fraternity complex,, and, (4) Liedman 
student dormitory. As seourKty for the loan, the College issued 
tirst , mortgage ^jonds for each* of the projects (Series A for 
$442,000 at 3 1/2 percent interest Repayable over 23 years. 
Series fl^for $335,000 at 2 3^4 percent interest repayable over 
30 yeard. Series C for $1,29^,009 at > 3/4 percent inter^t 
repayable over 37 yerfrb and Series D for $995,000 at 3 percent 
interest repayable over 50 years). ^ 

The pledged revenues for the College Housing Loan conaistediof 
Che 'net operating income from the facilities constructed with 
CHL^ funds in addition to three existing dormitories known as • 
Winbigler, McMichael and qrier Halls. Due to a rapid decline in 
student enrollment, the College was unable to achieve full 
occupancy of the pledged facilities. In 1973-74, permisaion was 
obtained from HUD to close two of the pledged facilities (Pulton 
and Grier Halls), and to lease a 'third dormitory (Graham Hall) to 
Warren Achievement Industries as a sheltered care facility. 
During this time, four rooms of Pulton Hall were also. authorized 
tor alternative use as a College Health Center. As compensation 
e?'^onJj® ^^^^ rooms, HUD required the Coliege to annually deposit 
$4,200 to the Bond and Interest Fund, starting J^ine 15,. 1975.. 
In 1975, permission was also received from HUD to use funds from 
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the Repair and Replacement Reserve and the Bon4 and Interest 
^Sinking Fund for interest and principal payments, 

^'Because of continued f inanclaltdlf flcultles , HOC annually granted 
the CoUegjB permission to defer principal payments for fiscal 
years 1977 through 1980 . Requests for deferrals submi,tted to ED 
after the transfer of program from HUD and a proposed revised- 
■payment s(^hedule were not granted. No .workout agreement or 
authorized deferment has, been in effect since June 30, 1980. The 
College, nevertheless, adhered to the proposed, but unaccepted, 
repayment schedules for each of the fiscal years, 1981, 1982 and 
1983. The- following schedule summarizes the principal amounts In 
default for the College Housing Loan as of June 30, 1983, 

Prlnclp^ Amount ■ ^ 
Balance * Past Due 

Outstanding From 11/1/77 

Series A. Bonds $ 314, 500 $11:8, >00 

Series B Bonds ■ -258,500 62, 500' 

Series C ^Bonds 1,099,000 134,000 

Series D *Bonds 878,500 63>500 

t2As6\Stt . Sl7fi.500 

A $1,000,000 Academic Facilities loan was. awarded to the College 
In 1969 by the U. S. Department of Health, Education and Welfare 
(HEW )7*-cepay able over .30-years at 3 percent li^tetest. The 
purpose of tho i.^an was to construct a library and a Science 
Center (Classiooin & I/aboratorles ) . The administration of the 
loan was transferred to ED when the Department was esCabllshed In 
May 1980. I 

HEW authorized the College to use its debt Service reserve fund 
to make the 1966 interest payment, and granted a moratorium on 
replenishment of the reserve account. KEW authorized deferment 
of the 1977 and 1979 principal payments. In 19t9, Monmouth 
College requested further finemcial assistance, submitting 
a revised repayment schedule chat proposed payment of interest 
and delinquent interest only through il985 with -principal 
contributions thereafter, H6W approved the repayment schedule, 
bQt stipulated that the College return tp a current loan 
olfllgation status at the earliest possible date. The College had 
met the terms of the revised payment* schedule through June 30,' 
1983, at which time, defaulted principal and Interest payments 
were $211,000 ^|id^38,870, respectively. 

SCOPE OF AUDIT y 

The purpose of our audit was to Vcvlew selected aspects of the 
College Housing and Academic Facilities loans at the College. 
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Our specific objectives were to deteriaine whether (1) pledged 
revenues were properly recorded, reported and applied to debt 
service payments of the college houping loan, (2) a workout 
agreement for deferred loan payments was executed and whether 
the college complied with the terms and conditions of the agree- 
ment, (3) the Federal loans received equal treatment with other • 
long-term obligations of the col lege ^nd (4) debt service pay- 
menj^a were ^cur fen t foir' the Academic Facilities, loan. 

We reviewed the College's Loan Management Repor-ts for the Fiscal 
years ended June 30,^ 1981 and 1982, tested selected items of 
receipts, evaluated allocation basis for claiming maintenance and 
operation expenses and analyzed notes payable to the Federal 
^Government. Our audit was conducted in accordance with generally 
accepted government auditing standards - appropri*ate* to the limited 
scope audit* described above. Our audit did not include an 
evaluation of the reasonableness of expenses claimed for ^ 
maintenance and operation, or a review of the efficiency and 
economy of operation. 

Audit fieldwork was performed during the period June 9 through 
Juire 22, 1983, at the Monmouth Colleger Monmouth, Illinois. 
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HIGHLIGHTS OF AUDIT RESULTS V 

Monmouth College was significantly in default on both the College 
Housing and Academic Faci littles loans. Although continued 
deferments for defaulted c^ilege housing payments were graote* by 
HUD from fiscal years 1977 through 1980^ no workout agreem0«t or 
approved deferral has been in effect since June 30,. 1980, When ED 
assumed administration of the College Housing Loan program. With 
respect to the delinquent debt of the Academic Fa^cilities Loart., a 
supplemental repayment schedule was executed by HEW in '1979. 
Monmouth College has generally complied with the terms and 
conditions of this agreement. • ^ 

. • - * ■■ 
Our review disclosV^ that the College's accounting system 
contained sufficient accounts to properly identify and segregate 
revenues and expenses attributable to. eacjj of the facilities 
pledged for the College Housing Loan. However, management 
attention is needed to correct problems related to (1) the 
revenue derived from the alternative use of a pledged facility, 
(2) the treatment of Federal loans relative to other long-term 
obligations, and '(3) the execution of a workout agreement., pur 
findings are summarized in the following paragraphs and presented 
in detail in the Findings and Recommendations section of this 
report. 

The College did not reimbui. c -he ::ond and Inter^st^ jinking Fund, 
in the annual amount of $4,:.0j the alternative use of one of 

the pledged facilities. Since HUD required the annual deposits 
to commence June 15, 1975, we are recommending that the College 
deposit the total amount due <$37, 800,49 of June. 30, 1983) to the^^ 
Bond and interest Sinking Fund or apply It to the College Housing 
Loan • ^ ' i 

Preferential treatment by the College has kept a priva^te loan in 
current status, while allowing the Federal loans, to remain past . 
due. We recommend that the Federal loans receive treatment equal 
to that of other long term creditors^ ^ ^ ^ 

Revenues produced from pledged facilities* by th§ student enroll- 
ment is insufficient to meet Trust Indenture terms for retirement 
of the College Housing loan. The College, however had demon- 
strated minimal interest in seeking alternative revenue proceeds, 
either from the pledged facilities or other institutional sources 
to reduce the outstanding College Housing debt. We recommend 
that Monmouth College take immediate action to negotiate a work^ 
out agreement with ED. The agreement should contain specific 
plans for reducing outstanding obligations and returning to the 
terms of the Bond Trust Indenture. 

These conditions are discussed in detail in the Findings and Rec- 
omroendatiqnB Section. 

The only items tested pertained to those aspects of the admini- 
stration of the College Housing and Academic Facilities Loans 
identified in the Scope of Audit Section. No information Cam^ to 
.our attention to indicate that there were weaknesses in any un- 
tested aspects 6t the two programs. , 

Officials of Monmouth College, generally, did not concur with our 
findings and recommendations 'Their comments are summarized at 
the end of each firidirtg section and 4itt<iched to the report as an 
Appendix. • . ^ 
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FIHDIWQ8 AHD RBC0MHEWPATI0W8 

ALTERNATE USE OP PLEDGPD PACILITIES ' . ' 

The College* did not reimburse the Bond. and Interest Sinking Fund 
of the Collage Housing Ldan« in the amount of $37,800 for the al- 
ternative uae'of a pledged facility.' In ^fiscal yefar 1974, HUD 
authorized the College to use four rooms of Fulton Rail as a 
College Health Center • As compensation for the alternate use of 
Fulton Hall, *HUD required the College to annually deposit $4,200 
to the Bond and Interest Fund, commencing June 15, 1975. A col- 
; lege official stated that only the first payment was made. We 
could not find a receipt' for that payment or evidence in the ac- 
, counting recor(3s or Loan Management Reports that any of the other 
annual payments were either made to the fund or appli*ed to the 
College Housing Loan. Consequently, the Collegers liability to 
the Bond and Interest Fund 'totaled $37,600 as of June 30, 1983. 

RECOMMENDAlflONS . ^ , " * 

- — ■ •% . . » 

We recommend that the College x 

1. Apply $37,800 to either tiie Bond and Interest Fund or the, 
defaulted debt of the College Housing 'Loan or furnish thQ 
program officials reconstructed accounting records «nd 
revised Loan Management Reports which reflect the amount 

of general College funds which were applied to the alternate 
use of Pulton Hall. The id^/^ti/ication of alternate use 
compensation transferred and applied ^ach year should be 
restricted to the. amount of alternate use revenue due for ' > 
that year. The alternate use liability o.f $37,800 which 
remains unsupported must be applied to the defaulted debt. 

2. Initiate procedures to properly record and reports the annual • 
" compensation due from the alternate use of pledged^f acilitiee 

and deposit the amount in the Bop^ and Interest Fund. 

College Comments 

College officials believe that the annual compensation required 
by HUD was overstated by $1,800 because of a transposition error. 
Although the officials agree that the annual deposits were not 
made to the Bond and Interest FiKid, they indicated that the 
-Co^ege-afifi tt e d ge n er^tl o per a t i ng luiidsJLQ-,±ha-,CJIL ■j^bt;..in^^a^ 
of the past nine years. Sincfe'a portion of this transfer could 
have been ideniLified and recorded as alternate use compensation, 
the College does not Concur that it has an outstanding liability. 

< 

BP-tQIG Response ; 

Our contacts with Departmental proaram officiiils did not disclose 
any evidence that the amount of reimbursenant required was ind- 
oor rectly stated. Thus, the annual compensation for the alter<- 
nate use of Fulton Hall is retained at $4,200jfn the absence of 
evidence confirming an error in that amount. We have revised 
Recommendations No. 1 to provide consideratioh for acceptable 
evidence which may be submitted by the College to support a re- 
duction of the outstandiing liability for the alternate use of 
Fulton Hall. 
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PREFERENTIAL TREATMBHT ■ 

? ] ' ■ " * • 

The College has not been consistent or^ equitable in its repaymontJ 
of debt to the Federal government. It t&ade debt service payments 
(both principal and irfterest) to a commercial Tender, while in 
arrears on its College Housing Loan, Further, Monmouth College 
has'^maintained much higher occupancy level* -and thus generated 
more income for a commercial loan. Consequently, Federal loans 
have not received equal treatment relative tb the other long^^erm 
obligations of the College. 

«P 4 . y » . 

Although no specific evidence was avalUable tg[ geterroine the 
for Monmouth College's inequitatft^e tr^at:ment ot Federa l 

pursued t.hi" p»1,ir_y 



cause for Monmouth College's inequitafc 



"Seb t 'service payment, we believe the Co^*^^^ m^ -- — y*- — 

\ Bgp juse of 'EP^ 8 l enlent^-lo an policies/ the low lnte roft^ r^h^ 
char^Led_x m r>nf<^t,Andtf\g principal , aaoknts. and thp flhftenrp nf Irt te 
payment penal j-i^B^ As a result, the Colle ge h^ s tftm 
'cont inuously i n arrears on its^ Federal debt to the' det riment of 
t he~^pg q-e rar^trov 6 y Hrf^ h t . ^ ^'^"^ ; . . ^ 

In 1965, Monmouth College deceived a 5 1/2 percerfit, $700,000 
30-year loan from the Life of Virginia Insurance Company for the 
construction of the Gibson Hall dormitory. The College complied 
with the loan terms deducing the principal balance to less tha^ 
$500;000. A college official stated that the Life of Virginia 
Insurance Company denied a request* by the College' to apply the 
private lean reserve fund. of approximjei^ely $S0,000 to the Qollege 
Housing Loan. There is no evidence that the College sought 
financial relief from the private lender. ' \ 

Till occupancy pattern o^ the dormitory also exhibited preferen- 
Jml treatment. Gibson Hall, the private insurers pledged 
facilj^ty was. kept at near capacity, while the Federal pledged 
facilities had low. occupancy or were closed. Fiscal year 1982 
revenue for Gibson Hall was $44,368, in comparison to a total of 
$56,554 for the eight dormitories pledged to the College Housing 
L^oan. The College explained that situation by staging that 
Gibson Hall was the least expensive dormitory to operate and that 
it was the student's favdrite residence hall due to its private 
room entrances. Gibson Hall net revenue, however, was not 
adequate to mee\ the fis<;ai year 1982 interest and principal 
payments of $51,170, so the College used $#,802 of general 
revenue to meet its obligation. 

RECOMMENDATION 

We recommend that th e College ta ke necessary action to ensure 

that Federal loans ariT given equal Lmatmunt nthftf lo nq-term 
obligations of the institution. 
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College Comments • ' . 

# • • . 

The College does not., concur that "preferential treatment wa$ given 
to the private long-term Joan. It contends that equal treatment 
was extended to both, the^prlvate and Federal' lenders, since 
financial relief was requested from each of them. The College 
also objected to the base period selected by DIG for comparing 
the occupancy patterns and set revenues of the private and 
Federal facilities. The comments suggested that a seven year 
bas^-^riod would provide a more objective approach for such 
comparison. 

BD-OIG- Response ' - 

.It is the responsibility of College officials to obtain written 
representations from the Life of Virginia, which they indicate 
support deferral requests. In our opinion, preferential treat- 
ment is demonstrated when (1) relief is Sought from Federal, but 
not private lenders, and (2) in the absence of deferral, full 
debt service payments are made to private but not Pe<l^ral 
lenders. ED-OIG maintains that the College exhibited preferen- 
tial treatment aince it met payment obligations on a private 
long-term loan While allowing the Federal loan to remain past 
due, The> timeltamaa. used for comparison purposes were not "arbi- 
trary but corresponded tb the e^udlt scope which focused on recent 
operations of the 'College. 
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WORKOUT AGREEMEMT * • , * 

. . *./ 
The college has not effectiveVy sought a workoOt agreement with \ 
BD or developed specific plans to reduce the $378,500 College \\ 
Housing Loan Default,. An BD official verbally advised tlxe ' v ^ - 

College in February 1982, that <1) the College's proposed sched- 
ule of repayment was not acceptable , and^2) the Department would ^ 
not grant the College financial reliaf un\il it developed and 
submitted plans to reducd the amount injdefault. The BD ^official 
is quoted, in the College's memorandum of telephone call, as 
stating ■ tlfat 'commitment and action to reduce the default rather 
than planned or proposed rep^me^t schedules are required • Our 
contact with the ED official on ^une 17, 1983^ disclosed that his 
position has not changed. ^ * 

Because of the steep decline' in enrollment from 1,357 in 1969 to . 
660 in 1971, Monmouth College entered a period of financial dif* 
ficulty« Pledged facility gross ^revenues were further reduced by 
about $53,000 when Warren Achievement Industries terminated its ' 
lease on Graham Hall in March 1982. ^Current student enrollment 
is, in our opinion, unable to generate the net revenue required 
to retire the College Housing Loan in accordance with the Trust 
Indenture Terms. The College, therefore, has to aggressively " 
develop alternate income producing uses of the dormant facilities 
or apply revenue from other College sources t6. the College 
Housing Loan, 

The audited financial statements for the period ended June 30, 
1982, show that the College's assets ($23 million) significantly 
exceed its liabilities ( $4 • 5 million ) • The statements also 
disclosed unrestricted balance^ in the Current Fund and Quasi- 
endowiqent Fund totaling over $2.1 million. Thus the College ap-* 
pears to have the financial ability to meet the terms of a rea- 
sonable workout agreement, further, it appears likely that BD 
foreclosure action could* result in the recovery of the full 
amount of the loan. In the absehce of a workout agreement, more 
aggressive action may have to be sought by BD to reduce or elimi- 
nate this debt, 

RBCOMMEWDATIOW ' . 

• 

We recommend that the College take immediate action to negotiate 
a workout agreement with ED by developing specific plans for 
i bringing the outstanding obligation level of the College Rousing 
Loan back. to the original payment t^rms provided in the Bond 
Trust Indenture, > 

College Comments ^ 

The College indicates that it actively sought a workout agreement 
by responding to BD contacts, submitting a proposed schedule of 
payments and requesting debt service, deferments. Further, they 
characterised a memorandum of phone conversation with an BD 
official as being not directly related to their proposed schedule 
of payments. Finally, the College indicated that the inability 
to achieve a w6rkout agreement was attributable to communication . 
difficulties with BD. 

ED'^OIG Response 

Monmouth College is responsible f -or making payments in accordance 
with the Bond Trust Indenture, Consequently, it should develop 
specific pland to return to the original payment terms. In our 
view, at least some of the perceived communication difficulties 
with BD involved the interpretation placed by the College on the 
guidance it received, ' m a . 
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COLLE GE HOUSING AND ACADEMIC LOANS PROGRAM 
PRINCIPMTaHD interest in defa ult iftS OF JUNE 30. 1963 

• ^ " 

MONMOUTH COLLEGE 
MONMOUTH. ILLI^NOIg 



Years 
Delinquent 



Principal : 
1977 
1979 
;i979 
1980 
1981 
1982 
1983 
Total 



Student 
Center 
A 



4,500 
18,000 
18,000 
18,000 
2(^,000 
20,000 
20t000 



Pulton/ 
Graham 
Hall 
B 



Cleland 
Hall/ 
Frat, 

Complex 
C 



$ 0 
9,500 
10,000 
10,000 
11,000 
11,000 
11,000 



^$' 0 

4,000 
25,000 
2 5,000 
25,000 
25,000 
30,000 



Liedftian 
Hall 

V D 



$ 



^118-500 Sfe2,500 gi34.Q0Q 



0 
0 

8,500 
10,000 
15,000 

. 15,000 
15,000> 

S63,500 



Total 

( 4i;^oo 

31,500 

61,5100 

63,000 

71,000 

71,000* 

76,000 



ACADEM IC FACILITIES LOAN 



Years 



Amounts 

Delinquent: 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
Total 



Principal 



$ 28,000 
28,000 
29,000 
30,000 
31,000 
32,000 
,13,000 



Interest 



$ 



0 
0 
0 

0 • 
0 

10#460 
28,410 



S2li.Q00 HHM 



'Total 



$ 28,000 
,2 8,000 
' 29,000 
30,000 
31,000 
42,460 
61,410 
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MONM(XrrH,llllNOIS61«a V^UUC^fg telephone 309')l>67jian 



January 18, 1984 

« 

« 

Nr. Robert C. Seabrooka 

Regional Inepector Cenerel of Audit , 
U;iieed States Uepartnent of Sducatloo 

Offlce of Jnapector general - Region 'V . • 

300 South Wacker Drive ^ J 

Chicago,.- Illinois 60606 

. Be: Audit Control No. 05-30059 
Dear Mr, Seab^ooka: • ' ' - ^ * 

We^have received your draft copy of the above referenced audit report. We 
appreciate the opportunity to nake a wj^ltteh reaponae to the report before 
being put in final form. We do not concur with all of the findinga In the 
draft, as we will explain further. Before addreasing the apecific findinga 
aifd Feconanendationa, firat allov us to make aone technical corrections in 
the Background*^ portion of the report as foUowa: 

Page 1 ^ paragraph 1 - ^ t 

* Because the. report is based 6n, inforaation as of June 30, 1983, 
we feel the last' eentence of thc^flrat paragraph should be changed to 
indicate an enroUnent of 615 atudents. The actual full-time equivalent' 
enrollnent of 1982-83 was 6U. We feel thkt an accurate indication of 
the College's enrollnent situation is eaaential when considering sny i 
workout srrangement. ^ / 

I^sge 1; paragraph 2 - . 

The firet 'eentence indicatea that the original College Houaing loan 
awarded was $3,067,000. While this wss the aoount awarded, only $960,000^ 
of the $995,000 Seriea D authorisation waa issued. Thus, the actual loan 
waa originally $3,032.00p. 

The third eentence indicatea that the loan was to flnayce construction 
of four projects. Actually, projects 1 and 2 were not for conetructlon 
but were In exchange for provloualy iaaued construction bonds. 

The Isst sentence again Indicated that Seriea D waa for $995,000. 
This should be ^changed to $960,000. 

Psge 1; paragraph 3 - 

The aecond from the last sentence ststes, "As compensation for the 
four rooma, HUD agreed to the, Col lege *e proposal to annually deposit • 
$4,200 to the Bond end Interest Fund, starting June 15, 1975". 
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This •tattoMt !• not .ntir.ly c6«rtct. in that tha Collage' propoaal 
Vaa to awiually dapoait $2,400 , Wa balltfy* th«t tha HUD raaponaa of 
July 31. 1^74 vaa accapttSgTfur propoaal, and that tha person 'VPj^"* . ^ 
tha HUD latJtar tranapoaadJ tha fH;at two digita of ^^.J^P "^'^ 
Plaaae note by tha eiteloaad *opy of W latter «Uted Aprtl lb, 
»e deposited a prorated ehafe of the firat yiarr^ifcpoait.- The proreted 
share 'of the flret year was <>8sad.on $2,40a and was brought to the 
.attention of Mr. Robert Vladova at HUD. We received nothing frort. 
Hr. Vledova aa follow-up to (his letter indicating that we iwm not Xn 
agrelraent on $2,400. | 

^ Response to Findinas enj^Recoamendetiona 

Respo nse to binding & Recbrnmondation Con cerninR Alternate 
— Use oi Pledged FecilitleT ^ 

i» I ' " ^ ' ' 

The anount of thi- annual depoait, due the Bond and Interest fund is 
in question. In 197A,.ttUD responded to the <:oUege's Pf^PJ"! ' 
four rooms ofFulton HsU aa » College Health Center wtth the College 
mkiing annuel conpensetion for such ustir of $2,400 pier yeAr. ^HUD 
*respoSded, urinting auch p«r«issi,cm,.but Ihe HUD letter "f^^ the figure 
$4,200 per year which we bellevS to. be a simple traneposition of figures 
on the part of the HUD typist.' The foUegc^ has ^o-'f^^ji^^^^'^**" ^ 
inforMttoh that would indiCate that HUD wa^ not satisfied with the 
orlginsl $;,400 propoaed. Oi April 16, 1975, thp College addressed 
e letTWr to Mr, Robert. Vladova at HTO* indicating that $eOO'wae being 
credited to Pultpn Hall incone es 1*3 of. the annual *>epoBit due. 
Mr. Vl*dovs wade no reapooee. which would indicete the College had not 
made the proneV proretion. Thue, if the C9 liege agreed t^at it hed 

reimbursed tSe Bond end- lntere« Sinking-fund tot the -i^""**^-* ^ 
use of Fultfen Hell, the naxioun amount due for auch use would be^ 
$21,600 representing nine yeera et $2,400 par .y«r. 



The College feels that it has sctually complied with the above 
requirements (with the issible exception of two years) making the 
importance of the abojf quest ion moot. In seven of the . 
the College Housing ffcilities have operated with net deficlta. In eecn 
of those seven years the College has used general operating " 
make debt eerviae paymenta, and thus met the requirement 
College funde to the Bond end Interest Sinking Fund, but only J-JleJ to 
p^oDe?ly identify a portion of 'the transfer sa alternate use of funde. 
The College', only feilute Ves' in not breaking this tranafer of generel 
College funds Intq two separate tranrfSctions. . 

amount paid toward the debt. «ven if properly accounted for, «>"ld be 
xero, with e possible exception in 1980 and 1981. ^"-^J* J^^^ ^he 
years the College did operete with net revenues on the ^"J^^^J";. 
additional deposit of funds for these two year, to the ^^"^ 
#lnkln» Fund ($8,400 eccording to yoir report - $4,800 
infofoatlon) are far more than offset by the CoUege'e ^epoeit ot 
operating funds during the other seven yeere. 
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In vl«w of tha •bdvtt» th* CoUagt dott,not concur that It haa aa 
outstanding li«blllty for th« Alternative uaa of Fulton Hallt and thua 
no action ^a needadt Wa will Initiate procadurea to anaura that figure 
trana/erfl from ^utrent operating funda to the Boi^ and tntereet Sinking 
Fund of $2^400 annually for the alternattf-uae^oMulton Rail are properly 
Identified and recard«a. ^. ; . ' 

Response to Finding 4 RecoiniDendatlon Concerning l^referentlel Tfeatn^ht 
. ~* ~ ^""^ '■ ■ * 

(Correction - lW5 Life of Vlrglnle Loan is at 5>jt not 
^JkX as reported on page 6) . ^ 

- The College has not detDonstrated preferential treatment toward thii 
private loan ae opposed to the Federal Loans. The College mat its 
obligation of giving both -lenders equal treatment by making requeata 
tor financial relief to both the Life of Virginia Inaurance Company* 
and the appr6)»riata Federel otflctffc^ That the Federal officea approved 
deferments while the priVaite lender did not, does not demonstrate any 
preferential treatment on (he part of the College. The Colfege did 
make request to Lifelof Virginia- for financial relief. While evidence 
of such request was not available in 'College files, there la indeed 
evidence. Such requests fgr financial relief can be confirmed by 
directly contacting flr. Daillel Belcore, Investment Officer, Fixed Income 
Division, Life of Virginia, Continental Financial Services, 6600 wAt 
Broad Street,^ Richmond, Vtrglnia, 2 32 JO, Telephone (804) 281-6595, 

The College (fid not jexhiblt preferential t^atment in re gar da to 
occupancy pattun of ; the ^rivAte. dormitory. Contrary to the stetement 
thit Gibson Hall, (the privatie lendera facility) waa kept at near 
catablty, the ectual av/srage occupancy for the seven y^ar period ending. 
June 30, 1983 waa only 551 of capecity. This comparaa with an average 

^.for all the federel facilities of 48X and thua a total differencii of 
■71, This difference rept^sents ebout 11 student e to be movard from the 

. private facility «to Federal facilities to make occupancy levale equel. 
This numb«r ! would have .tio marterial effect on thrf finencial operation of 
the Federal facilities* and cannot be prudently uaed to charge preferentlel 
treatment on the patt of the College. In addition vm should note that 
guestfi^ and conference groupg are normally housed in Pederel f«tilitiea. 

■ * 

Select lon^of 198Z'n4|t cevjpnue figurea, use^ to base e compariaon 
'•'between Gibson Hall/and PeOeral facilitiea .seem^ tn have been arbitrarily 
made. 1981 net revenue figures would have ehovn $^6,887 for Gibson 

as compsred to. $119,078 for the federat facilitiea. While the 1983 
report would show $33,'401 for Gibson Hall compared to a deficit of $31,321 
for the federal facilities. Selection of a single year for Comparison ^ 
purposes ^hus does not seem epprppriate. A more objective approach to 
such a comparison Woiild compare the seven yeara of operation since requests 
were made for. f insncisl relief. ' Gibsori Hell has not produced net project 
revenues sfter mandatory aebt service tranafers since the 1974-75 fiscal 
year, while federal facilities have produced net project revenues in two 
of those yeafs resulting in additional debt servlice payment a toward the 
Federal projects. 
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rurther, tans of tha bond indantura rV|uira that GiVWon qall b<A:one 
• pladg«d facility of tha Padaral loana Whan tba prlvata Mbd laaue la 
l»ald. Xhua paymant tovard tha prlvata 4abt la not to tha dlsadvanCaga 
of tha Padaral Loana." ^ » . * 

Tha Collata faela that It haa already taken all' actions available to 
It to cipaure that Federal Loana are treated equally with the College 'a 
prlvata long-tera obllgatlonSj There la no further action available to 
ua, • . . * * * 

Reaponae to Finding & RecoPBuendatlon Concerning Workout ARreewent 

' 'The' College hea aought a workout arrangement with the ED although 
conminlcatfonB have been more difficult th^n with HUD and HEW prevloualy. 
Although admlnlatratlOT of the CHLP was tranaf erred to the ED In May 1980, 
It was December 1980 before t$e College received any notification of thla 
tranafvr. Par the Instructions Included In that notlflcatlW, ^he 
College'^ontactad Mr. Pat Romano of ED In January 1981 asking who^ the 
College ahould contact concerning a workout agreement. Mr. Romano 
Indicated^ were to continue to deaUwlth our HUD representative until 
otherwise notified. It was not untirJune, 1981 that the College received 
any further comnuWcatlon from ED. That coninunlcation wts only to request 
a copy of the College's Annual Aud\t and other financial Information. This 
waa provided In October 1981, and nt this time the College included a 
propoaed workout agreement which we felt met the requirements for such a 
requeat as outlined In the HUD College Housing Handbook dated July 1977. 
Thua, contrary to your opening statement, the College did actively seek 
a workout agreement with ED a» aoon as an address was provided tl)e College 
and we have continued to pake such efforts^ In fact, the College had 
already proposed a workout agreement with ED before HUD had evep sent 
notification that they were no longer adm^lsterlng the CHLP. 

In November 1981, Mr. Dave Burwell of ED called the College to Indicate 
he had Inherited the administration of these loans ^rom HUD. He apparently 
did not havje HUD files available to him as he requested copies of letters 
from our /lies. It was In this phone conversa^tlon that we were first asked 
by ED to submit a requeat for^ further deferments * -Mr. Burwell did not havq 
our request which we had submitted Just one month before. On December 7, > 
1981 we resubmitted our request.^ 

Oh December 23, 1981, the College wote Mr. Burwell again Indicating 
we would make^ur payment dup January 1, 1982, In accordance with our 
proposed workout agreement, subject to ED approval. We were looking-for 
some reaponae from ED Indicating What we should do. 

, Jn February'; 1982, Mr. Burwell called the College from ED, however, 
contrary to your report, Mr. Burwell did not tell the College that the 
proposed repayment schedule was not acceptable, nor did he say that ED 
would not grant financial relief until the College developed and submitted 
plans to reduce the default, although the College had recognized the need 
for such a-plan-even b^ck when HUD was administering the program. Indeed 
we had worked out such a plan with HEW. 
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.It wa« th« Col lags *« undaratandlng from th« February convereatioDe 
that ED vaa oov uklng a concantrate^ effort to look at all delinquent 
IfUD debta Aa If^ney loans, and that ^ aore strict requirement for- edherence 
to the terms of the bond Indenture could be expected. Nr. Burvell did 
not indicate that he was specifically raapondlifg to our previously 
proposed plan, nor did he mention thju^he had even seen our proposed plan. 
Nr. Burvell only indicated Irt a general^ fsshion thst the College nc^eded 
to develop s specific plan for bringing the debt current. He did not 
state the plan we had submitted wss not specific enough. The College 
would have naturally expected denial of auch a propoaal in writing. 
• t 

Late In February, 1982, the poUege received a request fron Nr. Edward 
Brantle^ of ED asking for sn annusl report, s proposed repsynent- achedule, 
etc. , •concerning the default. This seemed to be an appropriate follow-up 
to our prevloua phone converaationa/ with Nr. Burvell. In March 1982, the 
College supplied the information recjuested in Kr. Brantley's letter, 
including a repsyment schedule In the. form of a ^oard Resolution.^ To » 
date, the CTollege has received neither written nor verbal^ response to 
this submlssiptk. f 

In smunary the College hss continually made efforta to c^ODunlcate 
our problems and propoaals to ED and haa actively sought a workout 
agreement with ED. 

The College agrees that current student enrollment is unable to 
produce the net revenuea required to retire the College' Rousing Loan 
in accordance with the terms of the bond indenture. Obviously the low 
enrollment haa been the caeae of the Col lege 'a contlnqed need (o requeat 
financial relief. ^ 

Developing alternative income producing uses for dormant facilities, 
as the report has suggested. Is not aa easy as it sounds. 'Ironically,^ 
the leaalng of CrahamHall to Warren Achletement Induatrles vas terminated 
aa a result of siiother HUD program. Alao, aa the, report suggests-, the 
College has been spplylng revenue from other College sources to the College 
Housing Losns for the past several years. The College hss not*fflt it « * 
possible to use other College revenues to the extent that would be 
required to bring the de^t current without seriously jeopardizing other 
programs essential to tne existence and survival ..of tbe College. 

The College's finsncial^ statements do displsy sssets well in excess 
of liabllltiea, howeVer, it ahould be noted tl^at thla vas also the caae 
In 1975. >Hhen reading the financial atatement attention otust be given 
to the restricted nsture of most of the Collage's sssets. Similarly, 
the financial ststements do disclose unrestricted fund balances in the 
current end qussl-endovment funds. An* unrestticted fund bslsnce also 
existed in 1975. It must be noted thst current operationa rely heavily 
on Investment earnfngs from such bslances. 1983 operetlons reflected 
a $130,000 deficit, and reductlona of unreatrlcted balances, and the 
correspoodlng hoas of revenue would onjy Increase such s deficit. A 
deficit is also expected In 1986. • ^ ^ 

0 
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Th« Collage la Aiixloua to raaeb an appr'oprlAta workout acreaoant 
«ith E&, and «« baliava wa hava daaonatratad • alacara af fort in that 
diractloQ. Tha Inapectoc G«iMrala raport haa at a tad **CurraDt atudant 
afurol^Bant la> In our opinion* unabla to ganarat* ttia nat ravanutf raqulrad 
to ratira tha Collage Roualog Loan in accordanca vlth tha Truat Indantura 
Tac«4". ^ Yat tha raport racf»enda that we do ao anyvay* Thia M«na the 
College muht use rrfvenuee >rod.ucad from other eourcee to retire the dehtt 
The Collage hae propased to ED e repeyment achadule which will qpt return 
tha dabt^to ita original tenu» but will retire the. debt within e ehorter 
tina period than tha original echedule. To accoafllieh thia the Cbllege* 
has exacted to continue to uee e reaaonebla aaount of revenuea produced ' 
from other eourcee to epply to the debt. ED haa ilot^tified tha .QoUege 
of its approvel or -disapprovel of euch e propoaal. 

Many . t^conditiona which proapted the original reqiieet for 
financial r«tiei continue at tha College today. The College fieele that 
it haa dfaXt ^'lo a prudent fashion with its financial ef f elre- and has aade 
fair» rkaw>nable» ap4 •pecifif propoeele to ED to.vhlch it haa received 
no response. We will be pleesed to.x0ntlnur to aakie effort a towerd 
e satisfactory workout agreenent. 



. Sincerely, 




Don GladfeU^ 

Director of* Finance & Busineee 
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• * 

• . April 16, W75 . 



Hr, Robert VUdova * , . « 

tepartnnt of Uousins. & Vrb«n Dev« 
17 North.MtrboKp StrMt 
Chicago, lllinoia 6!060Z ** 

■ -s . . ■ • 
• Oaar Mr. Vladovft , 

. PUaa« find enoloaad a copy of our Loan lUnagooanC Raport for < 

eha p«riod 'Jwly 'l chroug^ March 31. 

\ - ■ 

Effactlvt >Urch 24, |97S we began using the four rooms In 
^Iton !lall «a a Haolcb Cent^v Thorfifcrc, va gra traoafarrlng 
$B00.00 to F^ltoA iiall iocooe which ropresonCa boa -third of Chf 
atmur.t rant* 

If- you havtt any <|uaac-ioaa« plaaaa let oa kaov. 

t 

Sincerely, 



Jamud A. DlonJer 

Director of Fioaoce ^Bualneaa 



JABtth 
Sncloaure 
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Dr. Stanley Snith, President 
Shaw University 
118 South Streetf 
Raleigh, North Carolina 276U 



Audit Oontrol N). 04-30062 



Dear Sin * 

Enclosed is a oo|y of the Inspector General's report entitled, "AuSit of the Col- 
lege Housing and Academic F)icilities Loan Programs at Shaw university, Raleigh, 
Itarth Carolina, Ft>r the Period July 1, 1982, Through May 31, 1983." 

Alth<wgh y9ur comrents to the draft audit findings have been incorporated in this 
final audit rep6rt, please respond within^ days fron the date of this letter to 
each final finding and reoGmmendation, presenting any oorments or additional infor- 
mation that may have a bearing en the setUewent of (^is auJft. Your oamentfl 
shcul* be f oivarded directly to the* Department of Education official indicated 
below who is responsible for. the final determination of corrective actions on defi- 
ciencies covered in this report including, vihere necessary, the detezminaticn of 
amounts that must be refunded to th6 Federal Gorerrvnent. 

Revised Off ice of Management and Budget Circular A-50 directs Federal agencies to 
expedite the resolution of auditf by initiating timely action on the findings and 
reocimendation»-cQntained therein. Therefore, rtioeipt of your ocniients within 30 
days would bP. greaOy appreciated. . ^ 

PLEASg RBPOND Assistant Secretary . 

DIRECTLY TO Office of Poetseoondary Bducaticn 

Department of Education ^ - « 

Room 4044, IOD-3 

400 Maucyland Avenus, S.W. 

Mtohington, D.C. '■ 202P2 

V ■ . '■ 

In accordance with the principles of the Fteedom of Information Act (Public LflM ' 
90-23), reports issued to the Department* is grantees and contractors are node avail- 
able, if requested, to members of th^ press and general pi^lic tp the extent infor- 
>ation contained therein is not aibject to the exen|)tlons in the Jtet. 

Please refer to the above audit oohtrol number in all oorrespondenoe relating to ' 
this, report. 



Enclosure 




Sincerely, . 

H. Bnice Nestlehutt 

Regional Dnspector General for Audit 

ED ok; Office of Audit, Kegion Vt 
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BACKGROUND 

Shaw university is a private* non-profit institution, of higher 
education that^ traces its origin back to 1865, The University 
Offers Bachelor of Arts and Bachelor of Science Degrees and ha* a 
full-time enrollment of about 1,640 students, the main campus ie 
located in Raleiah, North Carolina, with Centers for Alternative 
Programs in education in several other cities, Shaw university 
is accredited by the Southern Assotiation of Colleges and Schools, 

Title IV of the Rousing Act of 1950, as amended, created the Col- 
lege Housing Loan Program (CHLP) with the objective of assisting 
educa tibial institutiona in providing student and faculty housing 
and other facilities, such as student centers, health centers, 
and dining halls. Assistance is provided through direct loans 
at low interest rates for, the construction or purchase of facili- 
7, u*!- t.''^® Academic Facilities Loan Program (APLP) was estab«* 
i iftc.^ Congress under Title VII C of the Higher Education Act 
Of 1965, The program provides long-term financing to institu- 
tions for construction of academic facilities such as classrooms 
and libraries. 

The CHLP was manage^ by the Departnent of Housing and Urban Devel- 
opment (hUO) until May 1980 when the program was officially trans- 
f^uVL Department of Education <bd). Under an agreement 

YiVl continued to administer the program through April 

1981. The APLP was managed by the Department of Health, Educa- 
tion, and Welfare's Office of Education until May 1980 when the 
program was transferred to ED. 

Two CHLP loans have been granted to Shaw University « The first, 
for $2,050,000, was in 1966 for the construction of a women^s 
dormitory aftd student union bu^ding (Project NC-31-CH-120I i the 
second>^for $1,865,000 in 1979, Was for the consttucibn of a 
men s dormitoiry and infijrmary (Reject NC-32-CH-157I , Both pro- 
jects have been completed. At May 31, 1983, principal and inter- 
est in default on the CHLP loans totaled $440,000 end $556«409. 
respectively. . 

• 

In June 1982 ED approved s. workout agreement for paying the de- 
linquent principal and interest. Additional conditione not con- 
tained in the trust indentures were ^Included in the agreement. 
At June 30, 1983, the University was Current in its payments un- 
der the workout agreement, ^ 

Shaw University received an APLP loan of $287,000 in 1967 to aid 
in the construction of a library^ Repayment .of thim loan had 
also fallen, irtto default and a workoiiJ%|reemiant wm negbtiatefd 
In November 1979, At May 31, 1 983> ; pn^fflUl and int<^rest, in^ 
default on the APLP loan totaled $12,O0rS&||n7,4io, respectively. 
The University is current in its paymeimi^fflbr the workout agree- 
ment, t I- # ^-'^djpr'^ ^ s 
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th% parposs of oar aoait vm to roviov soloctttd aspftots of tho 
CBLP and APLP loans at 8hav Doivorsity* Spocificallyt tha objao- 
tivaa of tha audit vara to datamiaa 'ifhathari 

1* racaipta and itxpanditoraa for CBliP*^pIadMd faoilitiaa ara 
.. * balng proparly dataminad and raportad to BOf and nat rava- 
naaa ara proparly aoopantad for and uaad to naka payMota on 
tha loanai 

^ ♦ ' ■ 

' 2, tha inatitittion coMpliad with tha tama and oonditiona of 
tha vorkout a^raenantai 

3. tha institution vaa durrant in Baking paymanta ^ndar tha . 
workout agraementai and ^ . 

. i. Fedaral loans had raoaivad aqual traataent with otbar long- 
tarn obligations of tha institution. 

« Wa raviewad tha Univarsity*s nost racont auditad financial stata- 
ments, evalnatad tha Dnivarsity *s accounting systea and proca- 
dures for allocating raveoues and axpendituras to tha projaotai 
raviawad aelectad costs chargad to pladgad facilitias* and avalu- 
atad tha Onivarsity*s ability to pay currant ^nd past dua obliga- 
tions toward tha ratirament of tha loans* Our audit waa con- 
duotad in accordanca with ganerally accepted govarnmant auditing 
atandards appropriate to tha limited scope audit daacribad above* 
Audit work waa conducted at Shaw Onivaraity and tha ttaahvilla 010 
Audit office during the period June 28, 1983, through October 24,* 
1983. Our examination included activitiea applicable to tha loan 
during tha period July 1,1982, through Nay 31, 1983. 



Although Shaw Univeraity ia currant in ita paymanta under its 
workout agreementa, the Univeraity ia not in compliance with aev- 
aral other proviaiona of tha truat Xndenturea and the workout 
agraemant for the CHLP.loana. Our audit ahowad that the Onl^var* 
aity 

— did not oae the proper Revenue Fund Accounta to dapoait all 
'x^projact revenue and to pay all project expenses i 

■ — chargad tha project a for ilpproximataly $76,000 in dosta that 
were reimbursed under the Federal College Nork-Study pro- 
gram; 

• 

— did not properly allocate maintenance and Operating, coata to 
each of the pledged facQities, and charged the pro jecta 

^ $^17,^71 tot poBtB that warfi not prdj^tct-relatedi and 

— had not prapara^-and aubmitted tha required quarterly Loan 
Management Reporta to ED* 

The University had no, long-terdi'bbligationa otfl^t than tha CHLP 
and APLP'ioana. Shaw Onivaraity ta re sp<!^aa to the finding ia 
aummariied at the end of the finding ^fgaJJ^ with tha auditor's 
commenta as. appropriate. The c^omplete te^ of Shaw Onivaraity* a 
reaponae ia included as an Appendix to thi a report. 

Except for the itema highlighted above and tha^ iteiia {latailad in 
the Finding and RecommAnd^tiona aaction ofyihia raport« the 
tasted itema ware in compliance with applicable laws and regular 
tiona. Hothing came to our atentibn aa the ^aault of audit .tjtaata 
that eauaad ua to believe the unteatad itema ware not in coiipli- 
ance with applicable laws and regolationa* 



HIGHLIGHTS OF AUDlT RBSOtTS 
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PIWPING AND REC6MMENDATI0N$ 



Finding - NON-COMPLIANCE WITH TRUST INDENTURES AND THE AQREEMENT 
FOR REPAYMENT OP DELINQUENT PRINCIPAL AND INTEREST ^ 

Although current in its paytoente under the workout arrangeaent^ 
Shaw University is not in compliance wi th several other provi- 
sions of the Trust Indentures and thd Agreement For Repayment of 
Delinquent Principal and Interest (hereinafter referred to as the 
workout agreement) for the CHLP loans. The University has not 
properly maintained the required Revenue Fund Accounts In which 
all project revenue is to be deposited and used only to pay ex«- 
penaes of the projects. CpstB that were reimbursed under another 
Federal program were charged to the projects. Other costs have 
also been inappropriately charged or allocated to the projects. 
In addition, the required quarterly Loan Management Reports have 
not been prepared and submitted to ED. 

Project Revenue Not t^posited Into Revenue Fund Accounts / 

Section 5.01 of the Trust Indenture for Project 120 (Women's Dor- 
mitory and Student Union Building ) states that the^re shall be 
established a trust account called the Shaw Univerany Dormitory 
and Student Union Building Bonds . of 1966 Re venue Fund Account « 
After the date on which the project becomes revenue producing and 
continuing as long as any of the bonds are outstanding, all in- 
come and revenue arising out of the project or its operation 
shall be. deposited without exception in the Revenue Fund Account. 
The Trust Indenture for Project 157 (Men*8 Dormitory) contains 
similar provisions. 

COtndition No. 1 of the workout agreement between the University 
ftifd ED states that the Revenue Fund Account for each project must 
be in effect. The agreement further states that, for each pro- 
ject, revenues wi-U--be-deposite4 4n respective revenue ban^ ac- 
count (s)^ and maintenance and operating expenses ppid from that 
account. An additional requirement is that project funds will 
not be commingled with the institution's current fund. 

Revenue fund bank accounts for each project have been estab*- 
lished, but were not used as intended; Some project revenues 
were deposited into the University's General Fund instead of into 
the revenue fund bank accounts. Those project revenues that were 
deposited into the revenue fund bank accounts were immediately 
withdrawn and deposited into the Uniyersit/'s General Fund^ In 
either case, project revenues eniSed up in the General Fund ac- 
count, and project*related expenses were then paid from that ac- 
count, along with other University expenses. ^ 

University officials stated they did not use the revenue fund 
Accounts as required because it would-be very cumbersome to de* 
posit all revenues into eaqh respective bank account due to the 
large amount of student account receivables carried during the 
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school year* Reveniuis «r« r«eognii«d as income to the projects 
lis they are accrued rather than when the cash is received. Ac- 
cording to the officials* deposits of actual cash4ntb each ac- 
count on a regular basis would require additional personnel to 
apply cash to various accounts as it is received. 

Although some additional recordkeeping may be necessary to keep 
project (pnds separate* the separation is a basic requirement of 
the Trust Indenture and workout agreement. Purtherr the separa- 
tion is essential to assure that these pledged funds are always 
identifiable and available to pay project costs. 

^Imbursed Costs Charged to the Projects * 

Costs of $95r916*were charged to the projects for student sala- 
ries which were funded through the College Work-Study program 
(CWSP). Howeverr only 20 percent of the $95,916 was actually 
paid by the CHLP prbject. , 

Under the CWSP, Kederal grants are made to "pay up to 6,0 percent 
of the direct wages paid to students working in Eligible activi- 
ties at the University^ Accordingly, only 20 percent of the 
$95,916 was funded by the projects as the balance of $76*000 was 
pafd by the CWSP* However, the project was charged the full 
amount. The Busineds Manager contends that such expenditures are 
allowable since the service provided by the students is an al^ow*^ 
able expense regardless of the source of income* 
» ■ " 

In our opinidnr only the portion actually paid by the project 
should be charged as an expense to the CMLP preset. 

Cost Allocation Procedures Wot Adequate . ^ 

Section 5*01 of the Trust Indenture requires segregation of reve- 
- oues...and..£xpenditureA . by- project* . Condition No. 2 of the workout 
agreement further stipulates that project revenues cannot be used 
for any purpose othef than payment of direct project related main- 
t^lHl^nce and operating costs and debt service. The University had 
not established adequate procedures for allocating costs to each 
project in accordance with thes^ requirements. As a result « the 
projects were charged for maintenancie and operating costs that 
were .not properly allocated between pr6jectSr or were not project- 
re).ated. 

Costs not Properly Allocated * Direct labor and fringe benefit 
costs of 958,287 were charged, to the projectit for custodiel help 
and skilled labor; howeverr thet allocation of cost between the^ 
pledged facilities was not based on effor^ attributable to -each' 
pledged facility. As an example, $37,180 of custodial/grounds 
salaries was charged to the Student Union Building; however* the 
Dean of student Affairs, who is responsible for this activity 
stated that most of the work was attributable to the Hen's and 
Women's Dormitories* Th^se same people may also work in other 
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campus areas at needed when time permits, in a simllhr manner « 
skilled workers may perform tasks in several areasA In either 
case, the costs were not allocated among the pledged npcilities 
aAd any non-project function^in relation \o the ef^rt toward 
each. 

/ 

The lack of adequate, cost allocation procedures has also caused 
some expenses that are applicable to the projects to bei charged 
elsewhere. Thd Men's Dormitory, Wonen's Dormi tory- and Student. 
Union Building are all on one electrical meter and all elactrical 
costs for .these facilities are billed on one invoice^. Billing 
records furnished by the utility company showed that $2f^,612 in 
electric usage was billed to the aforementioned facllit|/ld|s during 
the audit period. During this period, the proj^icts wer^Vcharged 
$ 34 , 465 for electricity. In a similar manner, costs^f $2,496 
for waste removal had not been fully charged to the pro jefct-r' e ven 
thoug4i the costs were applicable to the projects. ^ The pcojects 
wer^charged $1 ,623 for waste disposal, 

Expenrf'i tures For. Pledged Facilities Wot Separated , The Univer- 
slty*s accounting system is capable of providing separate account* 
ability for revenues and expenditures associatd with each pledged 
facility. However, accounting classification codes that record 
transactionn separately for^each pledged facilitj* have only boon 
establlshod for revenue accounts; expenditures for the Men*i ^ot:* 
mitory and Women's Dormitory are combined, even though th#^se are 
two separate projects. 

The University had combined the expenditures for these two pro- 
jects because of their similar nature. However, as a result of 
not separating the expenditures for each facility as required by 
the Trust Indenture, the University did not have the information 
needed to manage tl^ pledged facilities in a sound fiscal manner. 

Unrelated Costs Charged to the Projects . Expenditures of $17,171 
charged to the CHLP projects should have been charged to other 
— a-ceaujLta-.Qx_.pxi>.j.ects.. heciftuse the costs were not rial a ted to*^ the 
pledged facilities or their operations. 

.These charges included $1,780 in food services that should have ^ 
. been charged to the Upward Bound Program, $1 , 75 2 in books whic* 
were returned to the vender, $7,958 in direct labor costiB of Post 
Office employees that should have been charged to the general 
university administration, $208i<or rental of equipment used ex- 
clusively for general university mat-ling, and $5,4.13 in postage 
which was not billed to the user department^. ' > 

Loan Management Reports (Form 4370) . o 

ED's Loan Management Dranciy, in its report on a visit to the Uni- 
versity on September 28^ 1981, st,ated thnt Loan Management Re- 
ports had not been ff\Jbinitted on a timely basis. Thfe workout 
agreement b«?twcen ED and the University r*=*quirod that a Loan M*n- 
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V^aL^J'l"^ wlth,det«ll of maintenance and^operating costs and 
otJtpoBUB and withdrawals to the^R^venue ?und Ac- 

lM2-ei fiscaJ Jear. P'^"' beginning of the 

Sft'*lK»^'' Changes in the reporting forms are being considered bv 
ED. the requirement for Shaw to submit Loan' ManagL^nt reports 
was never suspended. Shaw's failufe to submi t thes^ r^^rta hi n 
ders ED in monitoring the activities of the pledj^d factf^Ues 
Recommendations 

We reconunend that the Oniveraityi 

^* faninV??; fh^^r' remaining in the University's gene- 

ral fund to the Revenue Fund accounts for the projects and 

ihe CHLP or„V%' income and re.enSe derived fro^ 

counts, " '''^ appropriate Revenue Fund ac- 

^' ceoTof'cwSp^sM^ri^'''* ^° T CHLP projects only the 20 per- 
cent ot cWbP salaries actually paid by the projects; 

3. adjust the financial records of the CHLP oroiecta t\ «Hmi 
' pfoWc^Tn^d^To wK-ich'were^^^rrVedM^rhe 
mor^ th^n „ nu,.^'"]^""'*-'' "^ich Were .appl icable to 

tionsj project and/or non-project related func- 

^fr/.Mo f/''''^''"^!^ propo^V allocate costs which Ore ap- 
?iu?e'd%^^c^^*s;^%"a°"« non-^rojec^ 

5. prepare and submit to the ED Loan Management Branch the Loan 
Suar'tn com^'TI^" information for ea^h 

?illv „^ f,''^'' '^""^ ^"^^ i"""^ "-^PO" and submit in a 
timely manner all reports required in the future. 

Auditee's Response (Sui>iinarv) . v 

two of";hrri~^^''M*'' "'^P" had-boen tab-n t.o comply with 

1.1^, recommendations; however, thoy disngrofd with tJ«e re- 

plied "%h:irT'l'"'i°"!°' "5"^^''^'' -"'"n" they »^,d rtot co™- 
piiea. Their comnionts to cMch recommondation were: 
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ndation WOt 1 - The University stated that they did not 
have the manpower nor the accoqrtting system to deposit all 
CHLP income and revenue Into" the. appropriate Revenue Fund 
Account., to do this# thoy would have to write separate re- 
ceipts for tuition* insurance* fees, roomr board, and books 
every time a student paid any amount or was credited with 
financial aid on their account. In addition, a check would 
have to be issued to deposit the appropriate funds into the 
Revenue Fund Accounts. The University stated that all these 
receipts would be necessary because of the large amount of 
financial aid received by their students. Since financial 
aid is a continuous prooeas during the ^fiscal years, re- 
ceipts must be written daily. The University stated that no 
deposit was necessary since the CHLP projects were operating 
at break-even or at a loss. ^ 

Auditor's Comments 

The Trust Indentures and the workout agreement require that 
project income and reveni^e be deposited into the Revenue 
Fund Account. The purpose of these requirements is to in- 
sure that project funds Are separately maintained and avail- 
able to pay project expenses. When the funds are co-mingled 
with other University funds, the possibility exists that 
project funds could be used for non-pro ject expenses. Sepa- 
rate receipts W^uld not necessarily be needed as long as a 
single receipt .provided for an allocation of the cash or 
credit between the two CHLP projects and non-CHLP functions. 
Deposits of CHLP revenue into the . Revenue Fund Accounts 
could be made m reasonable intervals, such as weekly. 

Recommendation No. 2 - The University disagreed with this recpm- 
mendation. They stated that the CWSP funds would not be 
classified as revenue until the students use their CWSP 
w2|^es to pay part of their charges owed to the University. 

Auditor's Comments 

Based on the University comments, we have revised our recom- 
mendation. Only that portion of the CwSP wage%, actual ly 
paid by the CHLP projects, i.e., the 20 percent, should be 
shown as a project expense. 

Recommendation No. 3 - The University stated they have made the 
necessary adjustments to comply with this recommendation. 

Recommendation No. 4 - The 'Jniver^sity stated they have developed 
and implemented the necessary procedures to properly allo- 
cate costs to the CHLP projects. 

Recommendation No. 5 - The University stated that every effort 
was made to get the^forms from ED but without success. 

Auditor's Comments 

This matter was discussed with ED officials on March 13, 
1964* N« were advised that copies of Form 4370,« toan Manage- 
ment Reportf would be pcpvided to tlie Univetsity. When re- 
ceived, the University will be able to coipply with our recoa- 
mendAtion. 
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' J 
* RUdfh. Nofth CuoUna 27611 

rabmary 30, 1984 



Hr. M. Bruot Reatlahutt 

lU^lonal. Inspector Ccnvrjl for Audit ! 
EO OtG, offlca of Audit, R«9lon IV 
101 furlatta Towar 
Poat Off ica Box 1596 
Atlanta 9 CA }0}0l 

I<Q| Audit Control Numbor 04-30063' 

D«ar Nr. NcstUhutti 

In raq^rd to th« above captioned audit, I ossuro^ou that nolliifig MHjId 
givo ua greater pUasuro or aoro rellgf tlun to stole 'tlial w> ore (InoncioUy 
praportd to conform to the reconwmMtlonA sot forth in thfc docum,'nt. Un- 
fortunolely, th« acjrclty and iinovon flow of rrvcnuo proclndos full complianco 
with thvac reconncndationi. * 

However, wa7eel that sooa ospccta of the judlt can b... adhered to and W4 
offer balow an axptanation of our poaitlnn and aolutions, which, wc beliave. 
would fairly and accurately presont the atatus and occountablUty of these 
projrcta. . ■ 

Revenues, cash flQwi siuw University Is a uiall dif;jdvan»ao«<l black 
inatitutlon* that directly ond i.ndii^ctjy, in the form of ^rantu «nd.yarlou« 
student aid programs, haa hod to depend u^jon atich frderjl aid for survival. 
In order for this university to remain oi-^jrablo und provide o iiMiqiir aervice* 
for which there ia a rocogniztnl ncwl, fuixls from whatever cource mgat be used 

to ^et priority requirements of the university. More ofton^Xhan not, tMff» 

has been a shortfall of funds, which results in current rpeiatino expenses of 
the university not boln«j P>..t, , 

At the beginnir.'! of eacit school semester, charges for rcon, bosrd, tui- 
tion and feoc are assessed. to all studt-nto for tho entire s. mestrr. Practically 
all student* at SItaw receive financial aid and none ore ablo to I»Jy in odvariLf! 
the charges assccseU. Siinmarlly, Shaw rOalUcs Income fniM student sources 
by Inctallff-nt paymontc of aocounti whereas nearly all schools'teal ieo snd 
tarn tiiia incoms from tlie Uiglnnliv) of csch sem<jlor. Not hsvlng th« avail- 
ability of the ass-TiDcd incosM understandably restricts the apportionment of 
tho limitcKl incoMo ovjilablo. 

Me feel that the manui|Hilal ion of funds between a current fuwl bank account 
and two or three revcinn. fumi occnuntc rorvae no useful pur)K>r.e, olhor trvin 
to be misunderstood. The obvious onswor to this dileavtia would bo un Inprjurlwj 
of private fum-'s sjffAcient to satisfy tho current needs of tho university. 
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Pro)«ct •o«ouiit«bllityt We •grot with your AMoiCMint that dceountablUty 
for Mch project tfhooltf b« —pttM and distlnot. Ito foci that thlt would pro- 
vide 9reatar clarity and botttr attM9orlal eontrol. Mo liAvo, alao, doeuMnt* 
«d tiM allocation of charges for' labor « utllltlca and any other ciMrgat wharo 
an ftcc^pfcabla fornula of allocation i« dttirablc. Wo would (urthor propose to 
credit the nepective project account with incono oeerualo for room, board and 
other incooiee* Ne feel euch a syetevi of account ln9 for the respective projects 
will eccurstsly reflect the operation and panose mo nt of the project e« although* 
the Loon Hanogeaent Report e would omit the BWiintominco of bonk account e. 

Hr. Neetlehutty we have tried to be perft^ctly frank regarding our handi«> » 
capped position in conforming Ideally to the rcgoi resent e of the Trust Indsnturs. 
Ws further feel that if the. Univrreity con continue to cociily with the tsc»8 
and conditions of the workout agrssaentsi this demonstration of good faith should 
attest to our dsslrs to comply ss closely ss possibly, to that which is sipeet- 
ed of us. 

Ths ramifications of the whys and why nots are too numerous And complicated 
to detail in s letter. 1 believe a conference on thie matter would be eoet 
- beneficial In eetabllshlng what ws realistically can or cannot do. 

For further asolstancro in this matter, plo.ise contact mo at |0l9) 7SS-4eU. 

* Slnccrt-ly, 

Wl 111.1m e. r.ove 
DusincGfi Kinognr 
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1. D^potlt any projtct funds renjlniiiQ In th« University* u Central Fund 
to th« Rtvenut rund Account* for tho l^roJo^U «ml in tho ftittub deposit 
•U IncoM and rev«mm derived froii CHLP. Pr^ j«cta into th« a|»roi>ri4to * 

RiBpowag 

Kt sincffraly wish thst^ hod the ■unpcwor af>d/(ir tho Jccountii.j aysto* 
necessary to handle such s nassivo under t«k £09 . To satisfy this reoopn- 
endstlon w« would have to do tho following for all on campus students! 

I. We would have n> write the following receipts every tlM s studsnt ' * 
paid any amount or sny financial sld was posted to hir./her account. 

A. somo ojnount for tuition 

toino amount for innuronce • * ' 

loae ajivMjnt for fees 

soffio amount for roow 

some amount fjor board 

•one aiAount for bookc 

B. transfer check to tho Revenue Fund for nxM 

C. trsnsfsr chock to^the Revenue Fund for board 

The rwson for all these receipts is caused by the iromanrtous amount 
of financial Sid received by our studenls. A Isrgu fiorcenta^e of our ■ 
student tody ls»dcpem|ent on sooe form of student flnsnci^l aid y 
(approximately 72%), since student flnancisl sid Is s coniinuous pro- 
cess duriny thcTfUcal year, we nust write receipts dally^ 

In addition to the above, the Unl^^erfllty has nade it a practice to re- 
port all accrued Incoeie on thu CHIJ> Projects. Since the collection of 
receivables is never • huiKiced percent, the CHLP Projects incone is ovsr- 
statcd byHhe uncollectabls receivables. 

The sudit* findings showcAl that the University was opersting the CHLP 
Projects at about s breakeven point or at s loss.' Ih light of this, 
thets is no revenue to transfer to these projects. 
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a« Credit^ rtderal CW8P runda of «pproxiMttly $76^000 to tiM project accouiit^ 
and, in th«i futurv, credit Um projects for CWSP Pundg roceivtd in behalf 
of the atudants charged to the projects or charQe ihe projects only for 
that portion of CMSP salaries actually paid by the projiects. 

Responsii 

We disa9ree vith this recoomtendation entirely for the following reasonsi 

!• This JDoney is ngt Shaw Univercity*s or the CHLP Projects** tut 

• student fihancial aid* 

^ . » 

2* No student financial aid montiy can be elassifird as Rovenuo Fund 
Income* 

*■ 3* The Aoney does not beeoM the University's until after a student 
' has paid his/her hill. 

4* It is after the students pay us that we pjy the operation jcoats 
associated with the CHLP Projects* 

5. Tho cost for custodial services and fringe benefits are greatly 
reduced fiy tfsing student. I^abor, This reduction in costs has en- 
abled Shav University to honor 'its agrecnont with the Department 
of Education. 

yiecc—andaticw 

3» Adjust tha finanoial raconto of th« CHLP ProjeoU to allMinat; nbo- 
project related coits vhlch v«rs charged to the project and to re- 
Allocate costs which wars ^ppllcat« to sors than cna CHUP Projaot ^04/ 

or non)*projact .xaIat«d.fiuict4gBftt ; 

Reyonse 

The University has coaqilied with this recommendation. The accounting fir« 
of Garrett* Sullivan and OooyMuiy* CPA's* vode the recomendcd adjustments* 

Peco—>endation . 

4, Develop procedures to properly allocata cost which are applicahls to 
■ore than one CHLP Project an4/or non-project related functions* 

The l|iivarsity has dewel^pad and Isy l swsnted the oaceasary coding sohenes \ 
to properly allocata costs to ths CMLP Projects* This wa^ lapleasntad for - 
, . » ^ fiscal 1983*1«M. - 

Peccewendation * ^ « 

I 

S« Preipara and sobsdt to ths Bd loan NanagcMsnt Branch ths4/MA tisnags—nt 
Kaporu and othar raqoirad inforsMtloo f<»r each qusrtar cQ«pIstad since 
the last rsipoart and submit in a tlmsly sMnnar aU raporta rsgpiirad Ib Um . 
foturs* . , 

jssssssat . ' ' 

The bhlvai^slty has Made svary effort to gat the fcms f rcM ths 0^pscts«nt 
of ^BdQoation».lNit without sbccsss* t have tsihsd 'with Mr. Neltsr ftsvsast 
\ft^ handled dur r^yiMnt 'Workout ogresMsnts^ sboii^ not having ths oa^ss** 
sary fom« ths guidslinas nor ths r^^ort foUnas for the CiitP Pro^pets 
' - havs not btsh printed as of thia dau« 

' * , 

Hi ware instructed by ths Depsrtment of Bduestio)) not to use the old fonw« 
"tf you wish to, verify this^ i^sasa call Mr. Maltar Stevens at (2021 7SS«lt43« 
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aamtBrnmaBge 



M)dite> 

Principal Jtoticn Official 

^ Mf • Eterd BSnendbrf 
Maifltant Secrataty 
Office df Poatseoondaiy BAicatioo 
Dcpartneitt of BAioatian 
Room 4044, IOB-3 
400 Maryland Avenue, S.lf. 
Itehington, 20202 



Off ioa of Inapector QBneral 

Mr* Ttark Ytani, Oiiaf 
ftwtaecondaucy Education Audit Branch, Mtohingtcn 

Qiiaf , contract Audit Branch, Mashlngton 

RIGA, Region X ILead Region) 

RIGA, Region IV 



Office of Inspector General - 

OfftefofAudK 

' REPORT ON LIMITED SCOPE AUDIT 01^ THE 
COLLEGE HOUSING LOAN ^PROGRAM 
FOR THE PERIOD 
JULY 1. 1980 THROUGH JUNE 30, 1982 

it UNIVERSITY OF STEUBENVILLD 

STEUBENVILLE. OHIO ^ 



NOTICE , 

"The designation of flnarllal and/or managerial , deficiencies or a recofimendatlon 
for the disallowance of cbsts Incurred or claimed, as well as other conclusions, 
observations and reconmendatlons In this report, represeht the opinion of the 
ED-OIG Office of Audit. Final determination on these utters will be made ty 
appropriate ED operating or. prograin officials." 

Audit Control Np. OS-30061 




U.8. DEPARTMENT OF EDUCATION 
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VNtTED mm DCTAKTMENT or EOUCAHON 
OPFICI OF IN8f ECTOR GENEEAL 

RtglooV 
300 South MwktrDrlvt 
OMcaoaimnoti 606^9 

Audit Control Do* 05-30061 

March 20, 1984 ' 



liev. Michfel Scanlan, Praaidant 
Univertity of Staubenvllla 
Franciscan May 
Steubanville, Ohio 439S2 



Daar.Rav. Scanlaht 

Enclosed is a copy of the Inaip>ector General's report on audit of 
the College Housing Loan Program for the period July 1, 1980 
through June 30, 1982. Your commenta hava-been incorporata^UUito- 
the final raport. If you have any additional ccwunentsTpleaae 
.aubmit them within 30 days from the date of thia letter to the 
following Education Department official. 

Assistant 'Secretary 

Office of Postsec^ndary education 

Room 40j^, ROB-3 

Maihington, D. C..<S0202 > m 

Revised Office of Management and Budget (0MB) Circular A-50 
directs Federal agenciea to expedite audit resolution by 
«I! 5^ timely action on the findings and. recommendations. 
Thereforet receipt of your coflunents within 30 days would ba 
greatly appreciate^* . 

•ccoroance wfth the principles of the Freedom of Information 
Act (Public Law 90-23), reporta iaaued to the Department'a 
grantees and contractors are made available, if requested, to 
members of the press and general pfubXlc to the extent information 
contained therein la not subject to exemptions In the Act. 

^ Please prefer to the above audit Control number, in all correapond- 
once relating to this report. . • 

« ■ ■ t . , 

Sincerely, 



Robert '6, Seabrooki 



I brooks 
Regional Xnapector General 
for Audit - Region V 
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IMTRODOCTION 



BACKGROOND 



The University of Steubenvill^ (Oniveriity); a private, nonprofit 
Catholic liberal arts institution of higher education, was 
founded in 1946. The Oniveraity offers associate, undergraduate 
and graduate degree programs. ^ ' - 



?Ja®^^?? College Housing Loan was awarded to the Onivereity in 
tlti.**' ^5;."; 8 • Department of Housing and Urban Development 

i DiA^ ^^ Iu ^ i^^ CPlUge Housing Loans weea made in 1962, 1967, 
and 1970. The loans fuAded the constTKtion of three student 
dormitories, a dining hall, and a student union building. Tho 
. - university did not participate in the Academic. Pacili ties Loan 
Program. The principal amount ot ttfi loans consolidated in the 
April 1, 1970 Trust Indenture was $2,694,000 repayable over 40 ' 
years. The University issued bonds and pledged facilities and 
net revenuef as security for the College Rousing loan. The 
specific series and^the rate of interest on the. Dormitory and 
Auxiliary Facilities Construction and Refunding Bonds weret (i) 
Series A for ^765,000 at 3 1/8 percent interesti Cii) 8eries.fi 

^ percent interesti <iii) Series C for 
5566,000 at 3 percent interesti and <lv) Series D for $965,000 at 
3 percent interest. Administratioii of the College Housing Loan 
program was transferred from BUG to- the U. 8. Department of Ed- 
ucation (ED) in May of 1980. ^ 

The pledged facilities for the College Housing Loan cWisist of V 
tne buildings constructed. The pledged revenues consist of net 
revenues from the operation of the pledged facilities and a 
student union fee of $50 per semester for eaeh ftiii stadant 
enrolled at the University, during the period of audit. 

-The University^maintained the College Bousing Loan repayment 
r f^**??"J* ^"^^^ ^©^i^'t principal payment was made on 

April 1, 1977, and the last interest payment on October 1, 1977. 
The University requested and received annual defermnts for debt 
service payments from default through June 30, 1982. A Workout^ 
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Agreement was negotiated and executed on July 1, 1983. It 
provides that .the University wKLlt (1) begin immediate funding of 
the Revenue Fund Account as welt as other accounts required by 
the Trust Indenture, (2) be grahted a revised repayment schedule 
extending the loan payment period frori forty to fifty years, 
(3) pay BD $30,000 by September 30, 1963 which will be applied to 
delinquent interest and make negotiable payments of no less than 
$30,000 annually towards delinquent interest, (4) immediately 
deposit $79,115 to the Bond And Interest Sinking Fund Account, 
and (5) request ed*s prior approval for all costs of repair and 
maintenance and equi(xnent replacement. As of April 1, 1983, de- 
linquent principal^ and, interest totaled $825, 187«50 (Exhibit A). 

SCOPE OF AUDIT 

The purpose of our audit was to review selected aspects of the 
College Housing Loans at the University. Our specific objectives 
jtf^re to determine whether: (i) terms and conditions of the 
college housing Trust Indenture dated April 1, 1970, and Workout 
Agreement dated July 1, 1983, were complied with, (ii) the loan 
received equ^l treatment with other long-term obligations, and 
(iii) pledged reyfenues had been AJtilized for purposes other than 
the college housing loan, 

r 

We reviewed the University's Loan Management Reports for the 
Fiscal Years ended June 30, 1981 and 1982, tested selected items 
of receipts, evaluated allocation bases for claiming maintenance 
and- operation expenses, and analyzed notes payable to the Federal 
Government, Our i^dit was ponducted in accordance with generally 
accepted government auditing standards appropriate to the limited 
scope hudit described above. Our audit did not include a compre- 
hensive evaluation of the reasonableness of expenses claimed for 
maintenance and operation, or a review of the efficiency and 
economy of operations. 

Audit field work was performed during the period Jiily 25,ol9a3 
through August 4, 1963 at the University of Steubenville, 
Steubenville, Ohio, 
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aiQHUOHTS or hwvt review 

\^ • .■ .. ■ 

The University gmerally did not coiqply with several of the terms 
end conditions of the Trust Indenture And Workout Agreiement of 
the College Bousing Loan program. Specif icallyt we found that 
the Universityi , ^ 

. ***0verstated maihtenarice and operation costs of pledged, 
facilities and accordingly, uriderstated net revenues 
. by $362f991 for the two*-year audit, period. We are 
recommending that^(l) revised Loan Management Reports 
be submitted and (2) future reports be based on proper 
cost allocation methods and include only costs per- 
mitted by the Trust Indenture and Workout Agreement. 

***Did not utilise the Revenue. Fund Account to account for 
pledged facility monies and transactions but rather 
included them in the general fund. He recommend that 

. the university deposit all pledged facility revenues into 
and pay applicable expenses from the Revenue Fund. Account 
as required by the terms of the Trust Indenture. 

-^-Failed to request prior approval for approximately $55,000 
incurred for repair and maintenance and other anticipated 
costs as required by the terms of the Workout Agreement. 
We recommend that the University request £D approval 
for costs incurred and .anticipated. 

These condit;^i6ns are discussed in detail in the Findings and 
Recommendations section. 

The only internal control systems tested' pertained to those as** 
pacts of the administration of the College Bousing Loan as 
identified in the Scope of /(tidit section. No information came 
.,to our attention to indicate that there were weaknesses in any 
.untested aspects of the College Housing Loan program. 

The University officials generally agreed with the findings, but 
did not corrcur with the cost allocation process we used. The 
University's response. is attached to this report as Appendix A. 
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FINDINGS AND RECOMMENDAtlOKS 



OVERSTATED MAINTENANCE AND OPERATION EXPENSES INCLUDED ON THE 
LOAN MANivGEMENT REPORTS ^ ~. 

The University overstated maintenance and operation coats and- 
understated net rev,^nue of pledged facilities by $362»991 for 
fiscal years 1981 and 1962. The overstated amounts were reported 
because! (1) costs unallowable per the. Trust Indenture were 
included, eind (2) indirect costs were allocated inequitably. 
As a result, ED was not informed as to the true amount of net 
revenues available to reduce debt setvice costs pertaini^ig to the 
delinquent interest and principal of $625,187. *^ 

The University followed the same proved uresXor-lIeter mining 'net 
revenues in periods prior to our audit -p^flod. Therefore, it is 
likely that net revenues were also understated during prior 
periods. These conditions have directly contributed* to the. 
Ilni vrrri l ty n ftppn r r r M ln^ tl H t y th mnltr* drht r?Tirv i ftt p s yr^ftntB a n d 
have led, erroneously to. the subsequent loan default. The 
overstated costs reported to ED by- fiscal year were: 
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■ , Overstated , i 

seal Year ' Costs > Exhi*bit 

1981 $1W,552 C-1 

1982 171,439 B-1 

Certain of the indirect costs char'ged* against^ the pledged ' 
facilities a^e not acceptable. Article V, Section 2 of the Trust 
Indenture dated April 1, 1970,, states: 

...Curreq^t expenses shall include all necessary 
operation expense&, current maintenance charg^s» 
expenses for reasonable upkeep and repairs, 
prtperly all6catej[J. share of fcharges for insure 
ance and all other expenses incident to the ^ 
operation of the pledged facilities, but shall 
exclude depreciation, (and) all general admini- 
strative expenses of the borrower...* 

Our review not^d that the Loan Management Reports included the 
following costs which were not /incidental to the operation of the 
pledged facilities, or forvgeneral administrative expenses oft 

a Campus Ministry 
o General Office 
o Student 



\ 



o BMlth C«nt«r 

o CarMr CbunMllng and Placement 
o Xntranaral Prograv 

We elininated these ooete-from the bate before allocating indi- 
rect, coete. Further details regarding these costs aa reported 
for flsoal *years 1982 and 1981 are found in Exhibits B-2 and C-2* 

The University used unsupported percentages to allocate 
indirectly assigned maintenance and pperating costs. Those 
percentges did not equitably assign costs to pledged facilities* 
in response to our inquiries about the percentages used (varying 
from 60 to 90 percent), the University* s Controller stated 
tha^ the percentages had been passed to her by the former 
Treasurer. 

8ince maintenance and operating costs (i.e. security, 
maintenance, and grounds) can generally be allocated baaed on 
space utilitationi we apportioned those costs using the total 
square feet for all* Univeraity buildings. Our calculations 
showed that pledged facilities were charged a disproportionate 
share of maintenance and operating costs while other facilities 
were undet charged o rL-DQt. chaxfled-,»t .all a — tk^ #>v^r^^^y^^^ 
pledg e d fa trtiliur'were $171,439, in fiscal year 198^ and 
Il91,552 in fiscal year 1981. For details of our calculations, 
see Exhibit B-3, Note (a). 

R BCOMM E NDATIOWS 

We recommend that the University i 

1. Submit revised Loan Management Reports for fiscal years 1981 
and 1982 that accurately reflect net revenues, and 

f» 

2. Implement procedures to assure submission of accurate Loan 
Management Reports in the future. 

University Comme nts ♦ 

The University concurred that Loan Management reports need to be 
revised, however, it disagreed with' the allocation percentage 
used in the audit report. The University believes that the OIG*s 
allocation should consider unused space in a non-project 
dormitory. The University agreed that dosts unallocable -per the 
trui± agreement were included on the Loan Management Reports. 

QIC Reaponse 

0^ The oostp considered allocable (i.e. maintenance, security, and 
grounds) benefit both occupied and unoccupied space. Therefore, • 
no chanaef are considered appropriate to the allocations con«- 
tained in ^^he ai|dlt report. 
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REVENUE FUND ACCOUNT NOT USED . 

The University, contrary to requirements of the Trust Indenture 
dated April 1, 1970 and Workout Agreement dated July 1, 1983, 
channeled funds applicable ta pledged f^icilities through the 
general operating >ccount instead of the .required Revenue Fund 
Account. Ose of the Revenue Fund Account^ia. required to ensure 
that net revenues from the operation of pledged facilities are 
identified as available only for College Housing Loan obligations. 
This violation of loah terms was also cited in the University*! 
fiscal year 1981'* and 1982 certified audit reports. 

RECOMMENDATION / 

We recommend the University begin/ using the Revenue Fund 
Account to deposit revenue and p^ expenses icelated to the 
operation of pledged facilities, 

Unryersity Comments / , 

The University concurred and indicated that a Revenue Fund Ac- 
count is currently being used t 6 deposit revenues and pay 
expenses . related to pledged f^ilitles.v 

NEED TO REQUEST PRIOR APPROVAl/fOR COSTS A 

The. University expended approi/imately $55#000 during the period 
July 1, to August 11, 1983 fo^ repair and maintenance of pledged 
facilities without requesting/ prior approval from ED, Additional 
expenditures are planned. These expenditures were contrary to 
a provision of the Workout Agreement dated July 1, 1983 which 
^tatesttf ■ j ' 

•••All maintenance, /replacement of equipment^ . 
and repair work must be approved by the Depart- 
ment of ^dyication^ •/• • 

/ ■' ^ • ■ 

ED officials confirmed that neither verbal nor written prior 
approval wag^ granted^ The/ University is required tp adhere^to 
all terms and provisions of the Workout Agreement, ED may 
reactivate Bondholder righfts and exercise default remedies if the 
University fails to adhere to the terms and. pravisions of the 
Agreements Failure to request approval places the University's 
general operating funds ajc risk, since such expenditures are not 
charrgeable to pledged fac/ility revenues without ED approval. 



RECOMMENDATIONS 



We recommend that the Uni 



versityi 



1, Request ED's approvajr for maintenance i replacement of equip- 
ment » and repair* cosl[s incurred ($5S|000) at the time of ybur 
on-site visit, 

2, ObtaiH prior approval for future co^J^ in accord^t<tce^yith\the 
terms and conditions of the Wo rkovt Agreement, 

Univere.sity Commeats * . . 

The University concurred with our findings' and recommendations, 

w Robert 6. Seabrooks 
« • ' Regional Inspector General 

* for Audit - Region V 
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* EXHIBIT A 

I" 'I ■ 



qNIVBRSITV OP OTEUBEWVILLB 

8teubehvil£b. OHI9 



Bond Serie'g 

a' 

B 

C 
D 

Total 



Loan A^tount 

$ 785,000.00, 
578,000.00 
566,000.00 
965,000.00 



Balance 
Outstanding 



$ 660,000.00 
496,000.00 
501,000.00 

. 891,000.00 



8 3;& 48 ,O 0Ot^ 



Bond Series 

A 

B 

C 
D 

V 

Total 



$130,000.00 
88,000.00 
68,000.00 
104,000.00 

8390.000,00 



Past pue 



principal . Interest 



$113,437.50 
92,070.00 
82,665.00 
147,015.00 



TotAl 



$243,437.50 
180^070.00 
150,665.00 
'251,015.00 



8435.187.50 8825.187.50 



0—84- — ^^10 
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Marlon Hall 
8t. rraneia Ball 
Tr i n i ty Hall 



Student Center 
Antonian Hall 
(Dining) 

Totals 



131,200 
126,864 
145,476 
387,028 

399,469 



6S,839 
61,410 



60,363 
400,793 

410tl93 

(C) 



$ 66,361 
^5f4S4 



65,113 
(13,766) 

a0^724) 



NOTES t 
(a) 



(b) 



(c) 



Repreaenta naintenahce and operation coata for {Pledged 
fAcilitiea aa reported in the Loan Management Report dated 
Decanber 31, 19^2. . 

Represents maintenance and operation coata overreported . 
because the Univeraity (1) included co^ta to be allocated 
to pledged facilities which were onallowable per the Truat 
Indenture and (2) used an inequitable allopation percentage 
to distribute costs to pledged facilitiea. 

Consists of I . 

$ 948,795 - Direcyy assigned costs accepted in Exhibit B-2 * 

, 69,803 - Indirectly assigned costs accepted in Exhibit 
B**3. . ■ 
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SCHroOLB or direct KW XWIRBCT C08T8 
ALLOqiBLk TO 
AMP TOE A UDI^j^ RBLI^TBP kBTOMM^ 
THE FEMC *" 



pp 



PWV TOSiro OP STBUBBWVILliB 
^fiUBtewVILLEt OHXO i" 



£5£S!!JS.CateaorY__^ 



OiW«ct. and- 
Xiidir*ct Cost 
Booked Before 



Directly Aeeigned^oete 
Indirectly Assigned C9atet 




448,7^? 


Meintenanoe ! 




7«,642 


Secui^ity 




70,459 


Qrounda 




^,084 


Campua Ministry 




73,338 


General Office 




291177 


Student Life 




251131 


Bealth Center 




^2^140 


Career Counseling 






and Placement 




iS,831 


Xntraraurala 




2,i88 


Subtotals 




304,690 


Totals 







Cos ts 

geaiaoc9t[:ion^ ^All^cably' gnal lgcaj&Tg 
8 948,795 $ 



76,642 
70,459 
8,084 



NOTES. 



SI. 103.980 



73,338 
29,177 
25,131 
12,140 

6,831 
2,888 

149,505 

I? 



(a) Categoriea of expense were acceptedr subject to allocation, 
aa provided in the Truat XndeAtlure. 
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BXHIMT B^S 
Pa9« 1 of i 



C ALCOIJiTIOM OF 



JOLY i. 30. 1982 



PWIVBRSITY OF 6TBPBBNV1I»LB 



flegged^Pacliity 



Marian Hall 
St. Ftancia Hall 
Trinity Hall 
Student Center 
Antonian Hall 



(1) 

Recommanded 

Allocation 

Fercgntag^ 



9.70% 

9.64 

9.86 

8.87 

6.91 



(2) 
Accepted 
Indypct Costa 

SuD ject to 
Allocation^ 

-rrr : 



$155,188 
155,185 
155,185 
155,185 
155,185 



FjeOdged Facility 



Harian Hall 
St. Francis Ball 
Trinity Hall 
Student Center 
Antonian Ball 

Totals 



(3) (4) " (5) 

I i^ectly ^55 igned^Cost s . 

Re gorteB " * * "Accepte3 Oveyreported 

' coi ii) xl2) 



$ 80,414 
80,414 
00,414 



g241,2f2 



$15,053 
14,960 
15,30i 
13,765 
10,724 



$ 65,361 
65,454 
65,113 
(13,765) 

. (10.724) 
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NOTES t * 

(a) Rapresentt the audi tor* • recommended percentages to 
allocate indirect costs to pledged facilities* These 
percentages are based on square footage. As discussed 
further in the Findings ahd*Recommendations section of 
the report, the University used arbitrary, and as a 
result, inequitable percentages to allocate indirect 
costs to pledged facilities. Calculation of the. recom- 
mended percentages appears belowi 











CMemot 










Onivereity^S 


Pledged Facility 




Ft. 


Percentage 


Percentager 


Marian Ball 


29. 


rb71 


9.70% 


. 20-3t)% 


St. Francis Hall 


28, 


r890 


9.64 


20-30 


trinity BAli 








• 20-30 


Student Center 


26. 


r600 


8.87 


0 - 


Antonian Hall 


^20,710 


6.91^ 


0 


Subtotal 


134, 


r823 


44.98 • 




Non-Pledged 










Pacilitiefs 


164 i 


tiJi 


55.02 




Total ^ 


222, 




100.00% 
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BOCBIBIT C«l 



JULY 1. 19l 

' - DNimSITY OP 8TB0BBNVI 
STBUBENVgLLg^ OgjC^ 



LLB || 



Marian Hall 
St. Prancis Hall 
Trinity Hall 
Student Center 
Antonian Hall 
(Dining) 

Totals 



Coats 


.Re]^rte£ 


Accepted 


Overre^rted 


$ 114,827 
' 198, 38S 
130,257 
391,619 


$ 41,394 
34,842 
57,113 
407,677 


$ 73,433 
73,543 
73,144 ' 
(16,058) 


349.348 


36X^858 


(12^510) 









NOTES t 

(a) Represents maintenance and operation costs for pledged « 
facilities reported in the Loan Management Report filed * 
for fiscal year ending June 30, 1981, 

it} See Bxhibtt B-1, Note (bl. , 

Cc) Consists oft 

$821,451 - Directly assigned costs accepted in Exhibit 

— Bl,433 ^ Indirectly assignees 6osts accepted in Exhibit 
C-3 



147 




xJOLY 1, 19B0 THROOQlT Jufe 30. 1981 



UWiygRSITY or OTBOBBHVILLE 



Exp ense Category ^ 

Di rectly Atti^ned postt 
Indirectly MiigneiS Coete i^ 

^ Maintenance 

8ectirity 
' Grounds 

Campus Ministry 

General Office 

Student Life 

Health Center 

Career Counseling 
and Placement 

Intrannals 

Subtotals 
Totals 

ftoTEi 



Direct and 
Indirect Costs 
Booked Before 

Al loce tiLgn . 



• , 9oBts 
Allooabtg_ U nal lp cab^ y 



$ 821,451 . $ 821.4^1 $ 



81 1 851 
T3f926 
25,268 
67,256 
28,737 
36,325 
12,400 

17,045 
3tl01 



81,851 
73,926 
25,268 



345>909 



181,045 



67,256 
28,737 
36,325 
12,400 

17,045 
164,864 



gll<^7-:^g0 S1'0Q2:496 



(a) Categories of expense were accepted, subject to allocation, 
as provided in the Trust Indenture. 
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iBCT cosys 

■ ■ 

im 



Marian Hall« 
St. Francis Rail 
Trinity Hall 
Student Cec^ter 
Antoni«h Hall 



IPladgad Facilit y 



Marian Hall 
St, Francis Hall 
Trinity Hall 
.Student Cantsr. 
Antonian Hall 

Totals 



CI) 

RacoiQinaodad 
Ulocation 

9.70% 
9.64 

9.86 ' 

8.87 

6.91 



C3) 



(4) 



C2) 
Accepted 
Indirect Costs 
^ Subject to 

Allocati^on^^ 

$181r04S 
181^045" 
181,045 
181,045 
181,045 

(5) r 



I ndiyectly Assigned Costs 

g£porte3" AccepteB* Overreported 
Col (1) X (2) ' 



9 90,995 
90,995 
90,995 



$17,561 
17^453 
17,851 
16,058 



$ 73,433 
73,543 
7^.144 
( 16', 058) 

ri2,sio 



NOTEt 

(a) Hefer to Exhibit B-3, Note (a). 
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, UNIVtaSITY OF STEUEIENVILLE 



9tmANCi9CAN WAY • 
StBUttKNVIL.LK. OHIO 4M0a 



NpvOTbtr 22 p 1983 



Rot«rt G. SMbrbok» 
U,S*.D«partinePt of Education 
Of flea of Inspector General 



Re: Audit Control Number 
05-30061 



300 South Wacker Drive 
Chicago, IL 60606 i 

Deaf Mr. Seabrooks't 

We are In receipt of your draft audit report dated October 29jL 1963* 
We have reviewed this audit report and have the following concerns: 

1. Overstated Malntenence/Operatlonal. Costs of Pledged Facility 
We are agreeable thet the Loan Manegement Reports need to be 
revised, however, we are not .agre«al>le as to the pertentege of 
the el. locations stated In the audit report. We feel thet the 
Indirect cost allocation basis suggested has not tekep fnto . 
consideration the unused space In a non-project (Jpirmltory that 

Is equally cost allocated as If It were occuoled.. Ou** percentege 
allocations take out this unused space. We are agreeable, however, 
thet certain costs unallocable per the trust egreement were 
Included. We will revise the Loan Management Reports accordingly. 

2. Revenue Fund Account Not Used - '* C 

The University entered into a new Workout Agrechient dated 
July I, 1963. With the implementation of this agreemtfht, we 
ere currently using a revenue fund. to record end eccount for * 
the net revenues from the operation of the pledged. facKII'les. 

3. 'Need to'Request Prior Appro^ml for Costs - 

The University had requesteo^ the approve! of the Qiepertmen?. of 
Educetlon for maintenance and replacement costs and received this 
Mproval on August 29, 1981. ' We wtll be seeking future approval 
for all additional malntMnfance and replacement work that needs 
t<$ be accomplished on'STTese^dofffllit>rle6 according to the Workout 
Agreement, . » 

» 

Hopefully, this answers your concerns ^n t1>e outfit report. If you 
'have any questions^ do not hesitate to write. 




Sincerely^ 



John W. Green 

Vice President, for Administration 
and Treasurer 



sip 



17 

**A tiMivciitiTY TO seLiievE ei . . r 
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REPORT DISTRIBUTION LIST 



Action Official 

Assistant Secretary 

Office of Postsecondary Education 



Washington. D, C. 20202 
Audi tee 

Rev. Michael Scanlan, President 
University of Steubenville 
Franciscan Way . 
Steubenville. Ohio 43952 

Other Pay^ty 

Secretary's Regional Representative 
Region V 

Office Jof Inspector General 
Chief 

Po&tsecondary Education Audit Branch 
Chief 

Contract Audits Branch 
Audit Office Region X 
Audit Office Region V 



Room 4044. ROB-3 




Office 0f Irapedqr General 



REPORT ore SELECTED ASKCTS 
OF THE COLLEGE HOUSING AND ACADEMIC 
FACILITIES PROGRAMS 
FOR FISCAL YEARS 1981 AND 1982 

VITERBO COLLEGE 
LA CROSSE, WISCONSIN 



"The designation of financial and/or managerial deficiencies or a reconmenda' 
~ tlon for the dIsallOMance of costs Incurred or claimed, as weU as other 
conclusions, observations and reconmendatlons In th1$ reports represent the 
opinion of the ED OIG Office of AudU. Final determination on these matters 
will be made by appropriate ED operatliig or program offlilclals." 



ONlMOf AuOt 



NOTICE 



V.S. DEPARTMENT OP EOUCATIOK 




Audit Control No. 05-30060 
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UNITED BWtB DIMRTMENT OF EQUCAnON 
OFFICE OJ INaPECTOR OENERAt 

RiQionV 
SOOSduthWwKtrOrtvt 
Cfileapo, tlllnoto 60eo6 




Dr. Robert B. Gibbons 

President 

Viterbo College 

815 South 9th Street 

LaCrosBe^ Wiaconsiir 54610 



Audit Control No. OS-30060 



Deajr Dr. Gibbons i 



Due to some typographical error*' in the audit report enti/tled 
"Report on Selected Aspects of the College Bousing and Academic 
Facilities Loan Programs at Viterbo College for Fiscal Yparn 1981 
and 1962, " we have reissued that report. Your comments/ have 
been incorpotated into the final report. If you have aiw addi- 
tional comments, please submit them Jfithin 30 days from /the date 
of thia letter to the following Education Department officiali 

Assistant Becrejtary 

Office of Postsecondary Education 

Department of Education 

Room 4907, ROB- 3 

Washington, D. C. 20202 

Revised Office of Management and Budget (OHB) Circular A*50 
directs Federal agencies to expedite the resolutioh of audits by 
initiating timely action on the findings and recommendations. 
Therefore, receipt of your comments within 30 days would be 
greatly appreciated. 

In accordance with the principles of. t^. Freedom' of Information 
Act (Public Law, 90-23), reports issued to the Department's 
grantees and contractors are made available, if requested, to 
members of the press and general public to the extent*'inf ormation 
contained therein is not sabjeot to exemptions in the Act, 

Please refer to the above audit control number in all correspond- 
ence related to this report. He regret any inconvenience caused 
by the reissuance of this xeport. . ' 




Robert Seabrbbks • 
Regional Inspector General 
for Audit - Region V 




RgPORT ON AgPIT OP 

ITS or m 



SBLBCTBP A8PBC' 
^TBRBO COllfBQB POR Plgi 



g toUSINQ AMD 

AND 1982 



VITBRBO COtiLBGB 
LA CR0S8B, WISCONSIN 



INTRODUCTION , , , 

BACKGROUND 

Vitefbo College, formerly St. kose Cpllege, is a CatholiOf 
liber'i^l artSr coeducational college offering :undergraduate degree 
prpgrai^s. Organized by the Ptanciscan Sisters of Perpetual 
Adoration (PSPA) in 1890, the College currently operates as a 
nonprofit institution of higher education under the laws of the 
State of\ Wisconsin. The members of the corporation are four 
officers \of St. Rose Convent « La Crosse and the President of 
Viterbc college. 

A College Housing Loan (CHL) was awarded to St. Rose' Convent for 
and on behalf of^Viterbo College in 1964 under the College 
Housing Loan. Prc^ram by th^ U. 8. Department of Bousing 
and Urban Development (HUD). The administration of the loan was 
transferred from HUD to the U. S. Department of Education <BD) in 
Hay 1980. The CHL program was est:Volished uhder Title. IV of the 
Rousing AcJ^ of 1-950. The program originally provided long-term 
loans at 3 percent interest to educational institutions for 
.student and faculty housing. .The program was later broadened to 
include financing of other facilities such as student centers, 
health centers and dinging halls. The CHL was .executed with-« 
trust indenture wh^ch states the rights and obligations of all 
parties to the loan* 

The principal amount of the CHL was $1,158,000 repayable over 40 
years. St. Rose Convent issued serial bonds (Series A for 
$358,000 at 2.75 percent interest and Series B for $800,000 at 
3.75 percent interest) as security for the loan. The bonds are 
currently held by 6D. The purpose of the loan was to (i) 
refinance the previous debt oh the existing Marian Ball (knpwn as 
the South Wing of Marian Ball) and (ii) construct a new dormitory 
for approximately 168 students and dining facilities for seating 
390 persona OcAoWn as the North Wing of Harikn Hall). The bonds 
are secured b? <i) a first mortgage on ths entire Marian Hall 
facility and site and (ii) a pledge of the net revenues of Marian 
Ball. 
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VlterbO College did not pay the CRL principal amount due October 
1# 1973. They requested deferment of that payment and each 
subseqlient peyment through October I« 1979* BUD granted the 
first request for deferment and several others on an Intermittent 
basis. Viterbo College did not make principal payments or 
request deferment of payments due April 1, 1960 through October 
1, 1982. As of July 15, 1983, past due principal payments bn the 
/^CHL totaled $217,000 ($89,000 on Series ^ and $128,000 on Series 
B Bonds). Viterbo College made all required CHL interest 
payments . • 

An Academic Facilities Loan (APL) was awarded to Vi4:erbo College' 
in 1970, under the Academic Facilities Loan (AFL) program by the 
U. a. Department of Health, Education and Welfare (HBW).* The 
administration of the loan was transferred to ED in May 1960. 
The APL program was established under Title VII C of the Higher 
Education Act of 1965. The program provides long-term financing 
to institutions for construction of academic facilities such as 
classrooms and libraries. The AFL was executed by a trust ; 
indenture which states the rights and obligations of all parties. \ 
The principal amount of the loan was $2,500,000, repayable over 
\ 40 years at 3 percent interest. The purpose of the loan was to 
' provide partial payment for the construction cpsts of the Viterbo 
College Fine Arts Center (PAC). Viterbo College issued serial \ 
bonds for the loan amount. The bonds are secured by a first \ 
mortgage, on. the PAC and the College's general pledge to meet \ 
payroent3 as they are due* 

Viterbo College did not pay. the AFL interest due May 1, 1972 and 
missed a number of interest, principal and reserve payments from 
that date through May 1^ 1979. Requests for payment deferrals 
were granted by^HEW. on November 14, 1979, a supplemental 
payment agreement was executed which requires interest parents 
graduating from $15,000 to $75,000 between 1979 and 1999. 
'Viterbo College has made the interest payments specified in the 
supplemental payment agreement^ The indenture agreement requires . 
that those payments be applied to past due interest and then to 
past due principal starting with the aMounts farthest in arrears. ' 
AS of July 15, 1983, principal ($317,000) and interest ($540,000) 
were past due, and the required reserve ($120,000) had not been 
, established. 

SCOPE OP AUDIT 

The purpose of our audit was to review selected aspects of the 
CHL and APL at Viterbo College. Our specific objectives were to 
determine whether (i) pledged revenues were properly recorded, 
reported and applied tb^ debt service payments on the CHL, (ii) a 
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.workoat agrMunt tor imtw^A loM paystiita waa mguted, antt 
vbathar tha Coll*9# oo«plta4 with thm tanu and conditiona of tba 
a9ra«MAt, (ill) tha CU and AfL raeaivad aqual traatmant witli 
othar long-tara obligationa of tba Collegat and^dv) dabt aarvica 
payaanta iiara ei»ran%^for tha AVZ^: 

Ha raviawad tba Collaga'n Loan Nanagnant Raporta for riacal 
Yaara andad Juna 30, 1961 and 1982, taatad aalactad itama of 
raoaiptt, avaluatad Mitntaaanoa and oparation axpanaa and tbair 
bnaan of allocation and annlyaaf tba ntatna of tba Fadaral 
Xoaaa and relatad truat indantura^ with tha truataa, Pirat Bank 
Minnaapolia (forMrly Pirat National Bank of Ninneapolia). Our 
audit waa conduotad in aocordanca with aanarally «ocapt(id 
govarnmental auditing atandarda appropriate to tha limited acope 
audit described above. Our audit did not include an evaluation 
of the efficiency and economy of operation, nor did we review the 
reoorda of St. Roae Convent, an entity closely affiliated with 
the College. 

Audit field work waa performed during the period June 21, 1983 
through July 19, 1983 at Viterbo College in La Croaae, Wlsconain 
and tba Pirat Bank Minnaapolia, in Ninneapolia, NinnWota^ 
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HIQHLIQHT8 Of AUDIT RESULTS 

V Iter bo College has not fully complied with the terms of its CHL 
trust indenture. The CHL requirements not met* included (1) 
deposit of revenues in a separate bank account, (2) establishment 
of accounts and maintenance of required reserve balances vith the 
Trustee, <^)^accurate reporting of pledged revenue (under state- 
ment $50, 338 and (4) deposit of pledged net revenue for fiscal 
year. 1981 and 1^92 <$76,066 including the understatement) with 
the trustee. The" CHL Trust Indenture was not met in that a 
sinking fund was not established and annual deposits were not 
made to that fund. He attribute these conditions to the 
College's lack of concern for adhering to terms and conditions It 
finds to be difficult or inconvenient. 

We are recommending that (1) Loan Management Reports for fiscal 
years 1981 and 1982 be resubmitted to correct the $50,338 revenue 
understatement, (2) total CHL net revenue for the two years of 
$76,066 be deposited with the trustee, and applied to debt 
servicing, <3) improvements be made in the methods used for 
recording and reporting CHL project revenues, <4) required CHL 
and AFL accounts be established and deposits be made to keep the 
funds at appropriate levels. 

While in default on th** CHL and AFL loans, Viterbo College, 
prepaid other debt, acquired additional real estate, and made 
significant real property improvements. College officials did 
not view these activities as preferential treatment. In their 
opinion, prepayment through related organizations kept the 
College solvent, and property acquisitions an^ improvements 
benefitted the CHL and APL loans by increasing the value of the . 
school and increasing its revenue potential We are recommending 
that CHL and AFL debt servicing payments be ygiVen equal treat- 
ment to that accorded other long term debt, /and priority over 
real estate acquisitions and improvements. / 

These conditions are discussed in detail in the Findings and 
Recommendations section. 

The only items tested pertained to those aspects.of the admini- 
stration of the College Housing and Academic Facility Loans 
identified in the Scope of Audit section. No information came to 
our attention to indicate that there were weaknesses in any 
untested aspects of the two Loan programs. 

College officials have indicated they are rectifying the opera- 
tional problems cited in the report* In addition, they are re-» 
examining policy positions which created questions regarding the 
College's intentions to resolve its default jstatus. Comments of 
the officials are summarised at the end of^each finding and their 
written response is attached to this report. 
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rmPIMOB AWD teCCMMBHDATIOMS 



PLBDQBD RgVENOBS (CHL> 

Viterbo College has not fully complied with the terms of the 
trust indenture. We found that (i) a separata fund account was 
not used for the deposit of all pledged revonues, nor were the 
required reserve account bslanoes mainteined, (ii) net revenues 
of $126,004 reported on the Loan Hanagtfnent Reports for Xiscal 
years 1981 and 1982 were understated by $50,338, and (iii) the 
net revenues totaling $7!S,0ee ($176,342 ($126,004 $50,338) less 
$100,276) for fiscal years 1981 and 1982 were-i&t usedxior debt 
servicing. ^ . • \ 

Section 1, Article V of th^' trust indenture states t 

The borrpwer oovenanis and agrees that. as sdon as 
the Bonds have been delivered, all rentals^ charges, 
income and revenue arising from operations or oimer- 
ship of the Pledged Faoillties shall bs deposited 
to the credit of a special fund, to be )u)own as the 
"1964 Revenue Fund Account" and held in the custody 
of the Treasurer of the. Borrower, separate and apart 
from all. other funds* Such 1964 Revenue Fund Account 
shall be maintained as long as any bonds sre out- 
standing in a bank which is a member of the Federal 
Deposit Insurance Corporation, and sh^ll be Upended, 
and used by the Treasurer only in the manher and 
order specified below. / 

Sections 3, 4 and 5 provide, in order of precedence, that (1) 
currant expenses of the pledged facility, as defined in the 
section, shall be payable, as a first charge from the revenue 
accodnt, (2) a Bond and Interest Sinking Fund 'be established with 
the Trustee ^nd maintained at the established/ level as long as 
any bonds are outstanding, and (3) a Repair a/nd Replacement / 
Reserve Account be established. Semi-annual/dei>o8its of at least / 
f 35,p00 are required to the Bond and Intereatt Sinking Fund until / 
funds and/6r investments are sufficient to ^eet the Interest due / 
on tthe next interest payment date and^half ybf the principal due / 
witttin the succeeding twelve months, plus i d^bt service reserve / / 
of $72,000. Revenue account balances in excess of Sinking Fund ' 
depbsit requirements are to be used to estfablish a $40,000 ^ 
replacement reserve and an $8,000 repair ifeServe in t^e RepaiV^ 

^^P^Acement Reserve Account, The trust indenture also 
rMuires Viterbo College to report, the results of operating the 
p/Ledged facility and the status of the required accounts to BO 
yot later than 90 days after the close of each fiscal year using 
Che Loan Management Report (HUD Form 4370). 



/; ■ -^707 0-84— n , , • . ,|g|, 
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our review 4i8clo««d that Viterbo Collage had estakxliahed 
adequata acdounta lo thalr account IA9 ayatem to facilitate 
recording tha revenuatf and expertaaa ralated to tha CHL loan. 
Howaver, we noted that tha aeparata revenua fbnd acqount,. tha 
bond and intereat ainking fund account* and repair and replacement 
reaarve accounta ware either not eatabliahed or not maintained at 
{. .the required levela. Fiacal year 1981 and 1982 revenuea were 
I, depoaited in Viterbo College 'a general checking account. Since 

the Pledged Facility- revenuea were conmingled with other College 
1. ' revenuea, it ia imposaible to determine exactly how the funda 
were uaed. The bond and intereat a inking fund account was 
eatabliahed with the truatee.. However, during FYa 1981 and 1982^ 
1 Viterbo College did not maintain the required $72,000 reserve 
I balance. The current balance in the account ia approximately 
^^^'•'-^^IrOOOl The repair and replacement reserve account haa not been 
eatabliahed with the trustee. 

College offJLdiala told us that it waa. not practical to eateblish 
a separate oank account for the revenue fund. Maintaining a 
separate account would require additional accounting entries aa 
well aa the reconciliation of another bank account. In their 
opinion » the present method accompjliahes the same objective as a 
aeparate Revenue fund account Would without tying up cash that 
could be. put to better use in the operation of the College. 

The net revenues reported on the Loan Management Reports for FYs 
' 1981 and 1982 were understated by $50,338. The difference 

between the reported and audited neti revenues were due to several 
audit adjustments which both increased and decreaaed reported 
revenues and expenses. Our adji^tments are presented in Exhibit 
III and summarized in the fbllowing paragrapha. r 

Reported Pledged Facility revenuea were overstated by a net of 
$4,v692 ($50,223 less $45,531 ). the net oV^erstated amount con-» 
sisted of unrecorded rental income of $8^673, inappropriate meal 
discounts of $22,000, unreported snack bar revenue of $14^858, 
for a total of $45,531, and food service expenses erroneously 
recorded aa income of $50,221. Details are presented in the 
following paragraphs. . 

In 1975, Viterbo ColLe^e requested and received approval to use 
the first floor of the South Wing of the Pledged Facility as a 
student commons area and College officea. The approval required 
Viterbo College to pay 25 percent'of the residential rental rate 
for the rooma used as of fices« Viterbo College has not complied 
with this requirement. We found that 14 rooms wre used aa 
college offices at the time of our audit. For FYs 1981 and 1982| 
the required rental fee at the 25 percent rate f6r the rooms. was 
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f lii «# 22 therefor., added the c*nUl 

.rj^-r^J reported n«t rcventM*. CoAlege official* 

fr^r*r were aware oi th« oonditiona of the approval, but 
th«t the money for the rental fees was needed for the Colleae's 
general pper«tiooa._ ^ "J^ wox*t.ge • 

Y«'^hi*Jii^!f ^ Si.tera of St. Roae Convent 
In the^riedgad Facilities at aNtate jSignificantly lower than 
that charged to students. Ws cilpulnted that the difference la 
ftfiSnn*!"^"**^!" revenues o\ approximately 910,000 and 

$12,000 respectively for fYa 1981 1985. Me, therefore, 
increased reported net revenues by 8 {2,000 to adjust for the 



preferential treatment 9iven to the 
officials stated that, the adjustment 



the Sisters eat less than the studen i:8. 



FY 1982 revenues of $14,658 recorded 
generated by the snack bar in the 
repprted on the Loan Management Bvyu 
net revenues reported for FY 1982 by 



^i^sterse Viterbo College 
wa9 inappropriate because 



Report 



Food Service revenues of $50,223 wer^ overstated i:ne ju 
Management Report during FYs 1981 and 1982 due to account 



in 




ledger as 
Pigged Fi^ility were not 

He, therefore,' increased 
$14,858. 



the Loan 



ting journal vouchers. In an 

8nack 



miaclesaifications recorded-on adjus^.*..^ jouirnai voucnei 
attempt to transfer costs^of the Fool Service Onit to tl 
Bar, the crediting entry was applied to the Food Service 
revenue account rather than the expenditure account. x 
Consequently, the net revenues reported in the Loan Manag^ 
Reports for FYs 1981 and 1982 were overstated by the «nack 
expenses of $22,953 an^d $27,270, respectively 
reduced the reported net revenues by $50,223. 



Reported Pledged Facility expenses 
$55,030 consisting df a computational! 
under reporting of recorded expenses 
Study Wages funded under a Federal g 
to resident asislstants not servicing 
($9,158)» administrative cost applic 
($3,442), and operating losses charg 
general fund ($18,898). Details are 
paragraphs! 



Therefore, ve 




«(ere overstated by a net of 
error resulting in the 
($19,656), College Work 
g'irant ($34, 188), stipends paid 
the Pledged Facility 
applictible to oth^r residence halls 
table against the College's 
presented in the following 



Pledged Facility expenses recorded on Viterbo College's 
General Ledger for fiscal year 1981 exceeded reported ex- 
penses by $10,656. Our review indiicated that the differ- 
ence was attributable to a computaltional error made in 
compiling the reported amount. Therefore, we adjusted 
reported net revenue downward by $10,656. 
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^ — B^pensaa for tht Plttdg«d Facility included 100 percent of 

the College Hork Study (CN8)* wages paid to students workings 
In the facility. Na found that 82, 35 perpent; of the wages:. 
/ were provided under a^Federal grant program ($18,089 for 
FY 1981 and $16,099 for FV 1982. Therefore, we adju&ted 
reported net revenue upward by $34,188 ($18^089 plus $46,09A. 

— Stipendil paid to fifteeiv resldeat assistants (RA) were ^snf 
ported as expenses of the*Pledged Facility, We were, 
informed that four of the RAs actually worked in other dtUdent 
residence facilities. We computed the prorata share of wages 
attributable to other facilities in FYs 1981 and 1982 as. 
$3,2b8 and $5,9S0« respectively. Therefore* we adjusted re- 
ported net revenue upwird by $9,158 ($3, 208^plus $5,^50), 

• ■ _ - . ■ • 

— All costs attributable to the Office of the Director of 

< Residence were repo'rte'd as expenees of the Pledged Facility, 
We were infornied that about 25 percent of office effort re- 
lated ta oth^r student residences. We appli<?d the 25 percent 
. to the Office of Director costs charged/against the. Pledged 
• Facility and identified overreported cost of $3, lip and $324 
for^FYs 1981 and 1982^ respectively. Therefore, we adjusted 
reported net revenues upward by $3,442 ($3,118 plud $324), 

— Pledged'^Faci'lit^ "<^rating losses iRere ch&rge^ end reported 
as a CHL expense, HUD approved the requ'est- for alternative 
use of the first floor of the South Wing of the Pledget^^ 
Facility. ia 1975, At that time, they . specified that any • 
operating revenue shall be considered CHL reyehti^^a any 
losses from the commons area use shall be charged agalflst . - 

- the general fund of the College, We found that the snack 
* bar, which operated in the c^mons. area, incurred losses of . 

$6,410 and $12,488 during t|»6 FYs 1981 and 1982r respectively. 
These losses wer^>iat,JCA«^ded against Viterbo College's 
general funds but were Included in determining the reported 
net revenues. Therefore, we adjusted reported net revenues - 
upward by $18,898 ($6,410 plus $12,488K 

The net" overstatement of net revenue ($4,692) and net upward 
adjustment to reflect ovetsta ted cost ($55,030) discussed above 
resulted in a $50,338 increase in t1ie previously reported net 
revenue of $126,004, We determined that debt service payments 

^ for the two years ended Octob«ir 1» 1982 (this cut-off was used to 
allow for the difference between the College's fiscal period and 
the loan payment due ^dates). totaled $},00,276, Thus, $76,066 
($126^00^4 plus $50,338 ( $l76",lrm ^,688 $100,2761 should have 
been used ^f or debt servicing. Application' of all revenue to -deb^J* 
servicing would have reduced past due principal from $217,000 to 

' $140,934 ($217, 000, less $76,066), 
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Th« total net rev«nu« earn«d In flftoal yniirs 1981 and 1982 ' 
($176^342) •xceedad tho debt ••rvlolftg rcqulremfits (9127, 27S) 
for that period bj 949,067. Vlterbo Colleyit officials stated 
that they had not applied CHLF revenue to debt service payments 
beoauae the College %fafe experiencing financial dlffl,culty and 
re<)uired the funda to provide for its continued existence. 

, ■ ■ . • (\ . 

AS discussed below under "Preferential Treatment," "Viterbo 
College acquired real estate adjacent to the campue during the 
audit period and undertook campus Improveipente subaequent to the 
audit period. Because separate bank accounts had not been 
e8-*»tabli8hed, we could not determine whether the excess revenues 
were used to support those transactions* . 

* • ■ 

RECOMMENDATIONS . 
We recommend that Viterbo Colleget 

1. Establish a separate bank account for pledged revenues as 
required by the ^Hust indenture and deposit all revenue 

. attributable to Marian Hall in thd account../ 

2. Develop adequate cost accounting procedures to preclude 
charging costs attributable to other cost centers to the 
l>ledged Ficility.. 

3. . Deposit $76,066. into the. Bond and Interest Sinking Fund Ac- 

' jcount for the diverted fiscal year 1981 and 1982 pledged net 
revenues. Instruct the trustee to apply the funds currently 

r- in the Bond and Interest Sinking Fund to past due principal 
payments. ' ^ . 

. 4. Assure that ffinds are transferred from the College's gen- 
eral fund to the revenue account in the futui^a to covert 

a. The rental .fees due for the alternative' use of the first 
4 r . floor of the South Wing of the Pledged Facility. 

b; The losses incurred due to the operation pf the snack 
bar. 

c. The dlf ferenej^etween the normal meal rate and the re- 
duced rate charged to the Sisters of St. Rose Convent, 
V » 

S. Use* al.1 pledged net revenues to meet current CHL debt ser- 
vice requirements and apply any excess net revenues to past 
due principal, Bond and Interest Sinking Fund Reserve, and 
the' repair and. replacement reserve in that order. 



162 



6« Develop written prooedur^s to assure accurate compilation of * 
the Loan Nanagoient Reports, and resubmit the fiscal year^ 
19U and X962 reports to reflect additional revenue totaling 

Viterbo College Comments 
Viterbo College Stated thati 

1.. It*s present accounting system, by clearly identifying and 
assigning transactions to Marian Hall, complies with the in- 
tent of ttie Trust Indenture. Establishing a separate bank 
account would seriously disrupt the college's accounting 
system. 

. . ■ k» 

2. It had not established required reserve accounts because. CHL 
net reserves were more than offset by larger APL deficits. 
Viterbo believes that disclosure of the APL deficit* on the 
college's financial statements would adversely affect philan* 
thropic siipport. > 

3. ^ It has historically provided the Sisters of St.^ose Convent 

with discounts on all services provided including meals at' 
Marian Hall, in conscfBe ration of the vital support provided 
by th^ order. ^ 

4. It had taken a number of steps to actively correct its de- 
o fault status on the APL and CHL loans. ^ 

EP-OIG Response * > 

ED-OIG response to the Colleges Comments 1 through 4 above 
follows t 

1. The. CHL Trust Indenture specifically provides for the estab-* 
llshment^ of a separate bank account. Questions about the 
efficacy of other methods of fund accountabtll^±y are there- 
fore irrelevant. \ 

2. The CHL an4 APL, Trust Indentures- each required the establish- 
ment of a separate reserve account* Transfer of reserves 
from one account to tuiother is contrary to the agreed upon 
loan terms.. Further, Viterbo does no% explain why a reserve 
account was not established during the eight year period in 
which only the CHL was in force-. 

. 3. The historical practices of th^* college do not bind the Cov- 
er nment to accept deposit of less revenue to the pledged 
revenue account than i a appropriate. While Viterbo College 
may foster its relationehip with the Sisters of St. Rose Con- 
vent in any manner it deems appropriate, the costs incurred 
must. be borne from unpledged funds. 

4. Application of net ^revenues derived from Marian Hall (pledged 
facility) in fiscal years 1981 and 1982 to CHL debt servicing 
would have been a further demonstration of good faith effort 
.. to correct the default. 
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Viterbo Colleg« has not e«t«bil«hed • d«bt sinking *fund to maat 
the annual debt aerviee payments of approximately $330, odo r^^ 
quired between 1999 and 20X0 under the ATIt supplemental payment 
agreement eHeouted in November 1979. tn our c^inlon, It is 
unlikely that Vlterbo College will have suf£lcleiit resources to 
meet these payments unless an adequate debt sinking fund Is 
established. While the s^ipplemental agreement does not require . 
the establishment of ^ sinking fund good buateess praotice would 
indicate that appropriate measures be. taken to lessen the possi-* 
bility of .future defaults. Siiob^ action would reduce risk to the 
Federal government and maintain Vitefbo's credit rating. 

The supplemental payment agreement established the following 
repayment schedule for interest due on the 92,500,00 APLt 

Amount of Payment 

$15,000 
30,000 
t 45,000 
-75,000 

All outstanding principal and in* 
terest in equal annual payments, 

noted that viterbo College has complied with the terras of the 
agreement by making the $15#000 annual payments since 1979, 
However, our analyses of the repayment schedule disclosed that 12 
annual installments of approximately $330,000 will be required to 
pay all outstanding principal and interest between 1999 and 2010. 

We were informed by Viterbo College off icii^ls that as of July 15, 
1963, a debt sinking fund had not^beeh established to meet the 
required payments. The officials stated that two organisational' 
meetings were held to form a fund raising comm(|ttee to meet the" 
APL debt service requirements. Howeverf.no feasible j^lans of ac^ 
tion or fund raising activities were, in progress at the time of 
our fieldwork. Since the amount of sinking fund^ deposits depend 
on the length of time and rate at which deposited funds are in- 
vested, delays in establishing the fund could raise required de- 
posits to an unacceptable level. Our analysis indicates that an- 
nual bond sinking fund deposits of approximately $56,000 
beginning in 1983 woul^be required to meet the payments due be- 
tween 1999 and 2010. (This amount is based on an assumed annual 
interest rate of 10 percent^* 

RBCOMMBNDATIOW 

We recommend that Viterbo College take immediate Action to estab-^ 
lisb and fund a debt sinking fund to meet the annual payments of 
about $330,000 required by the supplemental payment agreement 
between 199.9 and 20lO or renegotiate the supplemental agreement 
with BD to increase the level of current payments and decrease 
the payments required during the last years of the repayment 
schedule. 

Vi ter bo ' B . Comments 

Viterbd College's response to. the draft report did* not address 
this finding. 



Period 

1979 — 1984 
1984 — 1989 
1989 — 1994 
1994 — 1999 
1999 2010 



Due P»te 

November l 
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FRBPBRBNTlia* TRBATMBNT 

Vltarbo College has not bden .donsietent or equitable In its re- 
payment of debt to the Federal government* It. made debt service 
payments through St. Ros'W Convent {prepaying both principal and 
interest) and acquired real, estate while in arrears on both its 
College Housing Loan <CHL). and its Academic Facilities U>an 
(AFL). Past due principal on the $1,1^8,000 College Housing Loan 
(CHL) currently totals $217,000* Past due principal and Interest 
on the original trust indenture for %he $2,500,000 Academic 
Facilities Loan (APL) currently totals $857,000 ($317,000 princl* 
pal and $540,000 Interest). 

Although ^no specific evidence was available to determine the 
cause for Vlterbo's inequitable treatment of Federal debt service 
payments, wq believe the college pursued this policy because of 
ED'S lenient loan policieSf the low loan Interest rate charged" on 
outstanding principal amoun,ta , -and the absence of late payment 
penalties. As a result, Vlterbo has remained continuously in 
arrears on its' Federal loans to the' detriment of the Federal . 
government. ' 

■ 0 ^ 

While in default on the CHLy Vlterbo College has remained, current 
on the $1,300,000 debt to St. Rose Convent, and has contUiued 
real estate acquisition and irnprbvement activity. In ouc 
opinion, ED'S debt service costs for providing the CHL/to Viterbo 
College were unnecessarily increased due to the preCa^ntial 
treatment given to St. Rose Convent and the real estate 
transactions. The basis for our position is disonssed in the 
followlnj^ paragraphs. 

Vlterbo College's audited financial Statements for the year ended 
June 30, 1982, reflect approximately $5.1 million of 'long--term 
obligations. The debt consists of the $1,029,000 CHL balance, 
the $2,500,000 AFL balance, . $924 , 827 aWed to St. Rose Convent on 
three instruments, $419,894 on other college buildings, and 
$234,938 owed on four residential real estate properties. . ^ 

The largest debt instrument due the Convent is a note with & 
remaining balance of $425,000 against an original loan of 
$1,300,000. through the Connecticut General insurance Company. 
The reduction in the balance due was effected by two transactions. 
On October 25, 1973, Vlterbo College transferred a stock, 
portfolio (market value $354,058) and ot.het Investments with a 
total value of $444,40 8 to St. Rose Convent. In return, the 
Convent reduced the $1,300,000 balance of the loan by $500,000 
to $800,000. the reduc^ principal balance was recognized in the. 
College's financial statement for the year ended June 30, 1974. 
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ThU transaction prepaid the inetallMOtt due on the loan frXi 
8t. Rosa Convent fron' PY 1974 through 1970* On November 16« 
1976, Viterbo College transferred $375 #000 in cash to. 8t. Rose 
Convent in exchange for an 6 percent denand note for the same 
amount. The demand note was recorded as a receivable in the 
Collegers plant fund. Beginning in n 1979 through rv 1962, the 
College offset annual payments doe to fit. Rose Convent on the 
$l,300,00t) loan against the 0 percent demand note due from the 
ConvehMl In substancsi this ttarisactioh was a prepayment;^f ^he 
installments due to St. Rose Convent from FY 1979 to Py^r982. 

The October 1973 prepayment occurred within one month of the 
first CHL principa^l default of $2I#000 and the deferment of 
$37,500 of AfL interest due Noi^oaber 1, 1973. This deferment 
increased the total past due interest on the AFL to $112,500. In 
requesting these deferments, the dellege indicated they were 
experiencing financial difficulty. At the time of the 
second prepayment of $375,000 in»iaovambar 1976, Viterbo College 
was prepaid on their debt to the Convent through PY 1978 but in 
arrears for $89,000 on CHL principal,* $41, on AFIi principal, 
and $225,000 on APL interest. ^ 

We attribute this condition to (1) the close affiliation between 
the College and the Convent, (2) the opportunity^ to- protect the 
Convents' credit rating , and (3) the interest tate spread on the 
Indebtedness (2 3/4 to 3 3/4 percent oh the Government loans as 
opposed to 9 1/4 percent on the commercial loan). College Offi- 
cials disagreed stating that the transactions were necessary to 
assure the College's continued existence during a period of se- 
vere financial difficulty. The Of ficials added that Viterbo 
Cbllege did not have the capability to manage the transferred 
assets. St. Rose Convent (1) reduced the Indebtedness . to 
Connecticut General by $875,000, (2) credited .thft Colleae for 
income earned on the $444,408 of transferred Resets, and (3) paid 
8 percent Interest on the $375,000 demand note. The Collegers 
financial statements confirm operating deficits from fiscal year 
1972 to 1978 and net revenues thereafter. The significance of 
the College's operating losses and gains is somewhat diminished' 
by the materiality of related party transactions between Viterbo 
and St. Rose Convent. 

Prom 1979 through July, 1983, the College acquired seven 
residential real estate properties near the campus. The total 
cost of these properties, including cash and notes payable, was 
$424,121. As of June 30, 1982, the outstanding obligations which 
related to four of the properties totaled $234,938. One property 
was received as a donation and generates sufficient rental income 
to service the $117,280 moftgage. The remaining three proper- . 
ties were purchased by Viterbo and have outstanding long term 
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obllgatloni of $117,658. During our flaldwork, wa noted the 
^pol lege was Improving the property adjacent to the Fine Arts 
Center (PAC). College officials Informed us that a parking lot 

of'd^iJLT!^^?''?^'-*^ * ''^'•^ approximately $123,000, net 
of donate material. Becdtise these real estate tranaactioAs 
occurred while Viterbo College was in default on the CHL, the 
transactions indicate the College gave priority to real estate 
acquisitions and improvements over the ^payment of CHL. 

The College officials informed us that the real estate 
transactions should not be considered preferential treatment* 
because the transactions were funded by Plant Renewal and 
Replacement funds. The transactions also enhance the value of 
wh?^K specifically the value of the PAC on 

Which ED holds a first mortgage. The Officials also expressed 
the opinion that the PAC improvement would attract additional 
revenue. * , 

I 

The actions taken by Viterbo to' secure deferral of the Federal 
debt, meet its property acquisition and construction goals, and 
maintain debt setvice payments to commercial lenders may be 
subatantially benefitting the college. The benefit, however, 
ia being achieved at a substantial cost to the government., In 
recent^years. Interest paid by the Federal government on pub- 
licly held del#t haa ranged from 9 to 15 percent. Viterbo Col- 
leqe Is obUgated to reoay the defaulted principal at the 
original^ low rates and Is not obUgated to p\y Interest on the 
defaulted Interest. We estimated the excess cost to the 
government of financing the deferred principal, none of which is 
scheduled for repayment until 1999. At an estimated interest 

1^ ?ff?®"*^ P®^ annum, the Federal Government will incur 
over 52.2 million in interest charges to finance the principal 
payments deferred by the AFL Supplemental Agreement. 

RECOKWENDATIONS 

We reconunend that Viterbo Colleges 

1. Treat the College Bousing and the Academic Facilities loans 
equal toother long-term debt. ^ 

2. Give the College Housing and the Academic Facilities debt 
service payments priority over real estate acquisitions and 
improvements. 



Viterbo College Comments 

The college contended that the -property acquisitions and plant 
improvements further secured the debt to BD. Furthermore, 
failure to acquire the properties Would have had a negative^ 
impact on future philanthropic considerations. The college * 
also stated that the plant improvements were funded out of 
restricted gifts. The special operational considerations 
extended to the convent which ia Viterbo *8 most important source 
of gift revenue, were necessary in order to enhance Its financial 
posture and avoid deficit borrowing. 

EdUqiQ Response 

Th^ college is responsible for payment of its Federal loans. 
It (should therefore, assure that. the CHL and AFL debts are 
treated equitably with other creditors and given priority over 
cambua expansion activities. « 

\ Robert 'G. fieabrook^ 

. Regional Inspector G»eneral 
for Audit - Region V 
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VITRRBO COLLBQ B 



Viterbo College 

Auxiliary 
Facilities Refunds 
Ing and Construction 
Bonds of 1964 

Series h 



I 



V^erbo College. 

Auxiliary 
Pacllitles Refund- 
ing and Construct Ion 
Bonds of 1964 [ 
f 

Series B . I 



Footnote 
(1) 



Due 
Dste 

10/1/74 
10/V75^ 

lO/X/76 
lO/X/77 
10/1/78 
10/1/79 
10/1/80 
10/1/81 
10/1/82 



ld/1/74 
10/1/75 
10/1/76 
10/1/77 
10/1/78 
10/1/79 
10/1/80 

io/i/ai\ 

10/1/82 \ 

\ 



Paat Due 
PxlnclDaX Interest Total 



•1 



7,000 
9,000 
10,000 
10,000 
10,000 
10,000 
11,000 
11,000 
11,000 



iaWiT»Ti 



6,000 
I4r000 
14,000 
14,000 
14,000 
16,000 
16,000 
16,000 
IStOOO 



-mHtiir 



0 
0 
0 
0 
0 
0 
0 
0 
0 

UZ 

$ 0 
0 
0 
0 
0 
0 
0 
0 
0 

o: 



7,000 
9,000 
10,000 
10,000 
10,000 
10,000 
11,000 
11,000 
11*000 



6,000 
14,000 
14,000 
14,000 
14,000 
16^000 
16,000 
16,000 
18,000 



Payments made 
first to past 
pal begioning 



after thi initial default were applied 
due intei^est, then to past due princi- 
with smoi^nts furthest in arrears. 



SCHEbOLB OP AFL 
FAST P 



JWD^||WTB^B8T PAYMBMT8 



VITBRBO CX»LLBQg 
LA CR08SB, mscoHsm 



ViUirbc College 
Pine Arts Biag. 
Bond of 1970 



Pootnote 
CI) 



que 
DAte 


Past Due 
PrlnclDal Interest 


Total 


5/1/ 'O 


$ 


$ 15,000 


$ 15,000 


11/1/76 


41,000 


37,500 


78,500 


Vl/77 




37,500 


37,500 


11/1/77 


43,000 


37,500 


80,500 


5/1/78 




37,500 


37,500 


11/1/73 


44,000 


. 37,500 


81,500 


5/1/^9 




37,500 


37,500 


lX/1/7? 


45,000 


37,500 


82,500 


5/1/80 




37,500 


37,500 


11/1/80 


47,000 


37,500 


84,500 


5/1/81 




37,500 


37,500 


11/1/81 


48,000 


37,500 


85,500 


5/1/82 




37,500 


37,500 


11/1/82 


49,000 


37,500 


86,500 


5/1/83 




37,500 


37,500 






S540.000 





Payments made after the initial default were applied^ to 
past due interest, then to past due principal beginning 
with amounts furthest in arrears. . 
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EXHIBIT III 



SCHBDtlLB or JiPJOStMEHyS TO RBPORTBD 
HARIAB HALL MBT RBV^HOBS 



VITBRBO COLLBGB 

lA cKossB, mscowsm 



Net Revenue Per Loan Management 
Report 

AdjttStinenta i 
, Revenue Increases ! 

1» Alternative Ose Rent Not Paid 
2, Revenue Lost Due to Reduced 
Meal Rate for Sister^ of St. 
Rose Convent 
3* Actual Snack Bar Revenue 



I 



Revenue Decrease s 
i. Intra-Pacility Transfer Re- 
corded as Revenue 

Expense Inrease i 

!• Difference Between Reported - 

Expense and Expense. Per Gen* 

eral Ledger 



Py 1981 
$ 51,076 

4rl30 
10,000 



$ 74,928 $12«,004 



4,543 



12,000 
14,858 



(22,953) (27,270) 



(10,656) 



Expense D%crea8e i 
1* Federal Share of College Work 

Study Wages Reborded as^ a 

Marian Ball Expense 
2* Resident Assistants Stipends 

not Allocable to Marian Hall , 
3* Director of Residence Expens* 

es not Allocable to Marian 

Hull 

4* Snack Bar Loss 

Total Adjustments ' 
Adjusted Net Revenues Per ED-GIG S 62.42^ 



18,089 
3r208 



3,118 
6>410 



16,099 
5,950 



324 
12.488 

■ 38,9^2 



8,673 



22,000 
14,858 



(50,223) 

/ 

U0,656) 



34,188 
9,158 



3,442 
18,898 



\ 
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February 1964 



Robert C. Seabrooki 
Regional Inspector General 

for Audit - Region V - ' 

U.S. Pepartment of Education 

300 South Wacker Drive ^ 
Chicago, It 606O6 ^ - 

REF: Audit Control No. OS-3OO6O 

bear Hr. Sea^irookf: 

/ This Is In response to your letter of December 22,, 1983. accorpanying 

;the draft report entitled "Audit of Selected Aspects of .College Housing and Aca- 
dcjnic Fad M ties Loan Program at VlterbO College for Fiscal Vears I98I and 1982." 

Viterbo Collegft Is grateful for'an opportunity to review the draft, 
make conmonts, and present clarification relative to the Inf'ormatlon contained 
therein. Ue are already taking itppin^ rectify operational errors cited by 
your auditors when they wer'e on 'dSt campus and set forth noi|i In the draft audit 
report; and we are In' the process of reexamining policy positions which appear 
to have created a queHtion as to the good faith and Intent Ipns of Viterbo College. 
IL \» di saopc 3'r L ; ng to redd dbout "the cor.e<,e's lack of concern, for adhering to 
t^t.rni'^ and condi Mi.ns It fi.ids tc be difficult or inconvenient' tf>age 't, para. 1), 
when we believe the opposite to be true. Viterbo College Is gr^tly concerned 
about its failure to comply with some of the terms In th^ Trust Indentures under 
review. In the remarks which follow I hope we c^nd^Cumenc our concern and 
deitionstrate that the College's actions have greatly^ enhanced debt security for 
those funds owed to the United States Government. / 

X The draft report .Is factual and accurate In the presentat Ion' of back- 

grcjnd Information, and the two "Schedules of Principal and Interest Payments 
Past Due 9s of July IS, 1983" (Exhibit 1 and Exhibit 11 In the draft) are acknow- 
\ledged to be correct. Likewise,' most of the adjustments listed In Exhibit 111 
ife acknowledged to be the result of accounting errors by Viterbo College, and 
the procedures which produced them have already been corrected. We do not be- ^ 
lleve the adjustment labeled "Revenue Lost Due to Reduced Me4l Hate for Sisters 
of St. Rose Convent" Is appropriate, and our rationale It set forth later In this 
letter. One other factual 'error occurs In th« statement at the top of page ki . 
"Viterbo College has not, fully complied with'the terms of Its CHL trust Indenture 
or 'Its AFL SuppJemental Agreement.*' The second part of this statement Is not true. 
That VI terbo Col lege has compiled with the terms of the AFL Suppler sntal Agreement 
Is acknowledged later In the draft report (pag« 10, line 15): '*VIterbo College 
has ccMDp tied with the terms of- the agreement by making the $ISpOOO annual pay- 
mentsr since 1979-" In general , ^though, the factual content of the report, from 
the perspective of Viterbo College, Is accurate. 
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How^vtr» we dolnot find th« rtport to b« complete or uniformly tub* . 
iUntlve In Its •nalytli and Interpretiitton of cerUln College •ctiont or In^ 
Ui pretentatlon of cert^Tn Issues and expUnat loins. Nany places In the report 
comnants are attributed^ tto unidentified **Colle9e off 4cials,-*' but none of the 
statements lo attributed represents clearly and completely the off lola'l* posit lon- 
of Vlterbo College on the. Istue being addressed. There are five Issues In the 
dfaft report which we beljieve require further elaboration: (I) the establishment- 
of a separate bank account and of • reserve account for net revenues; (2) pro- 
"party acquisitions; O) Pliant Improvements; (k) the College's relationship to . 
the Franciscan Sisters ofj Perpetual Adoration; and (S) the College's efforts to 
respond to its default status In positive ways. 



Separate Banic Account 'an<^ Reserve Account ■ 

'.'.I 

Vlterbo' Col lege did not establish a separate banic account for College 
Housing Loan (l.i^. , Harlan Hall) receipts and expenditures, but its accounting 
system, correctly implemented, clearly identifies such transactions and assigns 
them to the Marian Hanyaccount. The effect desired in having a separate bank 
account has been achieved. Horeover, to establish the separate banic account 
would causiB serious dlsf'uption to the College's accounting system, which we do 
, not believe was Intended by the terms of the Trust Indenture. The present 
accounting system of the College, commies with the intent of the Trust Inden- 
ture regarding estabi iihment of a %epar9%e bank account. 

^ The College did not establish a reserve account with the Trustee for^ 

\ the dftoo'It net revenue^ from Marfan HnM bcC^iis^ %uch ie' revenues we^i* 
ift>ie iSan offsrt b, *argf negative net r<»,.nues f f ot.. opc : i j-.* of the ccodor-lc 
facility (Fine Arts Center) constructed with the Academic Facilities Loan 1.^ 
\question^* For the toiiege to direct Marian Hall net revenues to a reserve' 
Vccount when large operating deficits are occurring in the Fine Arts Center 
. wOuld have a negative effect on its Current Fund Balance Statement and thereby 
substantially wealcen our ability to attract the level of philanthropic support . 
which perrrilts ViCerbo College to balance Its budget. 



Property Ac q uisition . . • 

The draft report is accurate In noting, "From July 1379 through July 
ySSk, the College acqui red. seven residential real estate properties near the 
campus"; but It do«^not reveal some material circumstances regarding the ac- 
quisition of these properties. These circumstances are delineated below. 

1. One of the properties, an elght-plex at 119 South 10th Street, 
was a gift to Vlterbo College. In accepting the $240,000 gift, 
Viterbo assumed a nprtgage of $117* 280. There was no C£iSh out- ^ 
lay, and rental payments ful ly cover all costs of operation,, 
including debt service.' 

2. Two of the properties, 9U8 Mississippi Street and 920 South ICth 
Street, had previously been owned by Vlterbo College. During 
the years the College was having severe financial difficulty, 
the houses were sold and leased back to provide operating fpnds. 
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Terms of the Icasei Included repurchase by the College. Repur* 
chase of one of these properties was accompanied by en estate 

note which will have a lorj^g-temi benefit for the College. 'Repur- 
chase of the other may have the same long-term result. Vlterbo 
College npe6% to capitalize on such opportunities when they pre- 
sent themselves. 

3* Acquisition of the vacant lot adjacent to the Fine Arts Center • > 
(Lot II in Block iO of Esperson-Burns Addition) was a long-standing 
College objective. The lot was an eyesore, Ml -kept, and It pre- 
cluded direct access from the Fine Arts Center parking lot to its 
main entrance. This acquisition was important to enhance Fine 
Arts Center operations and to increase the 'revenue potential of 
the facility. 

'l. The thrfee other residential properties, 92^1 Mississippi Street, 
Si'l S./gth Street, and 3\k S, 9th Street, are all adjacent to 
campuy boundaries. Neighborhood properties become available 
approximately once In IS years. For the sake of long-range 
campus development, such properties should be acquired by Vtterbo 
College as they become available. The Viterbo College Board of 
^. Directors approved these acquisitions and made generous contri- 

butions to enable them. 

F^ch of thesff dcqulstt^ns further secured the debt owed to the United 
i!ate'«» hpc^usr tSo f^Muro rc. takf t ini^h- .-ci irn in 'ea'-.h- C'^e rf thi'«c trar*- 
^ictions wouid have conveyed a negative impression to Board meiribers, other donors, 
ind prospective donors that could have only an adverse effect on future phiian- 
chroptc consideration^. 

' i a n t I mp rovemen t s 

The draft report note% (page 6, last paragraph) that "Vlterbo College., 
undertook campus improvements during the audit period." We believe this state- 
ment is subject to misinterpretabion. The' campus improvements referred to were 
begun in June, 1983i while yourfcudi tors were on our campus; they did not occur 
during the period covered by the scope of the audit (FY 1961 and FY .1962). 

More importantly, these Improvements (detnoiltlon of nonfunctional 
residences, landscaping, and parking lot construction) were not funded out of 
Current Unrestricted Revenues. Restricted gifts were made to the College to 
carry, out this project, and parts of the project were donated by local con- 
tractors. 

Relationship to Franciscan Sisters of Perpetual Adoration 

Viterbo College was founded by the Franciscan Sisters of Perp^et^al 
Adoration in 1690 and was owned and Operated solely by the FSPA for more than 
seventy years. In 19^7 t^e first laymen were elected to the Board of Directors, 
and by 1973 lay men and women constituted a majority on the Board of .01 rectors. 
This majority has continued and*exlsts today. 
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UntM 1962, tK« faculty and adminUtratton of Viterbo College were 
entirely Franciscan Sisters. of Perpatual Adoration. Tha first two lay faculty 
members were hired In 1962, and tha first lay administrator In I965. Over tha 
pest two decades, the percentage of lay teachers and administrators has grown 
gradually, and today 201 of the College's administrators and 26% of Its faculty 
•re FSPA's. 

^ UntM the m'id-1960*s, the Franciscan Sisters accounted for virtually 
100% of the College's private philanthropic giving. With the gradual emergence 
of Uy leadership on the Board of Directors and the implementation of a broad- 
based development program, the FSPA today account, for Just under half of the 
unrestricted annual revenues contributed to the College. In 1982-83, the FSPA 
contrlbiaion to the College was $*03, 799. which was k3% of Viterbo's gifts and 
a substantial 71 of its tota)- Educational and General Revenues. 

The historical and financial ''acts cited above are directly related to 
what the audit report characterizes as "preferential treatment" (pages 11-13). 

Jecause of more than 90 years of close affiliation between the Sisters and the 
ollege, there exists a fiscal Interface which defies simplistic Interpretation. 
The College extends special operational considerations to the FSPA, Its most 
Important source of gift revenue, in order to enhance its financial posture and 
■ avoid def ici t Iborrowlng. Because there is little that is obligatory In phUan- - 
thropic benevolence, the College has always sought to preserve the integrated 
relationship with the FSPA and by such actions to enhance the security of the 
debts owed to the United States. This is one such action. 

!at»*cl '^rzt '.-.p-icia' operat -^j*' consiHriat 'On? '5 the "Reduced 
Heal Kaid fcr Si^^^rs Sr , Rose Cunvcni" -.Ired in EAtv:^it ill ';ogc 16) ihc 
draft report. While it is factual that the Sisters taking their meals in Marian 
Hall eat le;&s t^^n the students served there, it is also true that Viterbo Col- 
lege discounts all of Its services to the FSPA: meals in Harian Hall, copy ser- 
vices, roomirates, In Hurphy Center, and rent for college houses used for Sisters* 
residences. \ ^i' *^ 

In) all these policies which reflect the historical affiliation with 
the FSPA, the College Is both nurtur i ng a v 1 tal part of i ts ^er i tageand ensur- 
ing its survival. It is our belief that debt security to the Feder/i Government 
is gradually being enhanced th'ough the^e pol ic i eS. 

. Viterbo College Initiatives Regarding Default Status 

Duifing the period of time that the property acquisitions, plant Improve- 
ments, and aVleged praferentlal treatment of the FSPA were occurring, Viterbo 
eollege was also active in trying to correct its default status on the A>:ademlc 
Facilities Loan and College Housing Loan. 

^1. Viterbo Col lege initiated negot latlons which resulted In the 
Supplemental Repayment Schedula on the Academic Facilities^ . 
Loan in I979. ; 

2. Viterbo College proposed a Su(^plemental Repayment Schedule/ 
on the College Housing Loan in a letter. of Hay IS, 1981, to 
HUD officials (Milwaukee office). 

25 
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)• In response to Informel requests from Oavid Burwell of the Depart- 
ment of Education, Vlterbo College pro^fided complete historical 
records to the Department of Education/Loan Hanagement DIvttion 
in 1982 after the transfer* of the Loan HanQgement Program authority 
to the Department of Education, 

• Early in 1983» prior to the cbmmencement of this audit, Viterbo 
College subifli tted a. proposal for a new Trust Indenture Agreement 
on the College Housing Loan to the Department of Education/Loan 
Management Divisl.>n, It provides for a reasonable ir\crease in 
the payment schedule based upon slowly improving fiscal conditions. 

^; The. draft audit report doe$ riot acl^nowl edge* these Initiatives, but we 
hope that tjte fine) report will, f-or we believe they ^an help tio establish the 
good faith M the College in meeting its obi igat ions>' 

a 

We hope that you will consider these comments in light of our in ten* 
tion, which is to enhance the accuracy of the final audit report. I wiVl be 
, happy to address any questions you may have in this regard, or to provide* addi- 
tional detai 1 as necessary. 



rtcerely yours, 



Robert^ E, Gibbons 
Presid*e>it * 
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. Mr. Lainr. We found three principal reasons why these institu- 
tions were in default on their loans. 

We found some of the institutions simply did not have the funds 
lo meet paynients due and past due. 

Other institutions were delinquent because of management deci- 
sion to make payments'^on other long-term debt. 

For example: 

One institution never made payments on the principal and only 
made irregular payments on the interest on its college housing 
loan. Although the institution was delinquent about $481,000 on its 
college housing 16an, it paid at least $263,000 on debts to private 
lending institutions. The interest rate paid on the non-Federal debt 
was significantly higher than the 3-percent college housing loan. 

Another institution that was delinquent about $1.1 million in its • 
payments for collegfe housing and academic facilities loans gave 
preferential treatment to other debt. This institution also pur- 
chased real estate and made improvements to its facilities. 
^ A third reason institutions were delinquent was that they chose 
not to pay on their loans even though they had funds to do so. One 
institution was about $L1 million delinquent in its paynients to 
PD. This institution had sold land for about $10.9 million and had 
received a $1 million nonrefundable downpayment and was about 
to receive an additional payment of $1 million at the time of our 
audit. As of April 30, 1984, according to OPE officials, the institu- . 
tion' had not made any payments to ED to reduce its delinquency. 

Our audits found aignficant problems in accounting for the 
pledged revenues and the operating expenses of the projects. Insti- 
tutions had pledged project revenues and other revenues and were 
to have . accounted for these revenues separately and deposited 
them in a separate fiind. An institution can use these revenues to 
pay for only those expenses of the project specifically provided for 
in the agreement with JED. After paying the allowed expenses, the 
J refhaining revenues must be used to pay principal and interest 
payments to ED. 

Our audits found a need for sonie institutions: One, to develop 
accounting and cost allocation procedurjBS to properly account for 
revenues and expenses of the facilities; two, to deposit all revenues 
into the required accounts; and, three, to ensure that net revenues 
are used to make debt service payments on the college housing and 
academic facilities loans and not used for other purposes, such as 
real estate acquisitions^and improvements. 

In addition to recommending improvements in these £ireas, .we 
recommended that college housing and academic facilities loans be 

f iven equal treatment with other long-term debts of the institution, 
n our opinion, the problems we found existed, at least in part, be- 
cause of loan policies, and practices thdt were in need of strength- 
ening, and the absence of late payment penalties. As I indicated 
earlier, we are currently developing a report which will make rec- 
ommendations to improve the maJn^gement of the programs at in- 
stitutions and at OPE. 

Mr. Chairman, this completes my statement. Lwill be happy to 
answer any questions you may have. ^ 
Mr. Weiss. Thank you vei^ much, Mr. Laine. We do have some 



questions. 
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I will be asking you about certain audits and investigations that 
you have* referred to, which were conducted by your office. Those 
audits and certain investigative memoranda haVe been entered into 
the record already. 

Based on your testimony, Mr. Laine, I gather that the Office of 
Inspector General believes that the College Housing and Academic 
Facilities Loan Programs need improvement. Is that a correct as- 
sumption? 

Mr. Laine. Yes, sir, Mr. Chairman. 

Mr. Weiss. I take it that your office believes that more audit 
work needs to be done on these programs; rs that right? 
Mr. Laine. That is correct, Mr. Chairman. 

We plan to continue the work that we are doing at this point in 
time and issue a final report with recommendations and to consid- 
er this as a priority area for future years. 

Mr. Weiss. I have examined all of your audit reports. The under- 
lying finding in all of the audits is (hat the DepartmeHTof^dwa--^ 
tion has been lenient in its handling of delinquent colleges^ 

What evidence exists that the Department has been soft on delin- 
quent borrowers? 

Mr. Laine. Well, Mr. Chairman, if I might summarize, with re- 
spect, from our survey report 

Mr. WeisSv Please do. 

Mr. Laine. The summary of the areas where we felt improve- 
ment was needed based on the results of our preliminary survey, 
' which will, of course, be expanded upon when we issue our final 
report, includes the following. 

We talked about the need to assure that the necessary docu- 
, ments to initiate billiiig and collection of the loans be provided to 
the fiscal agent, the Federal Reserve bank. 

Of the 111 loans closed between May 1981, and February 1983, 27 
may not be in pay status with the bank because original loan docu- 
ments were either in the Education files or could not be located. 

Of these 27 loans, 21 original loan documents, totaling $19.6 mil- 
lion, which are required by the Federal Reserve bank to initiate 
billing, were still in the Department's files. In addition, six original 
loan documents could not bcj located. Eleven of the twenty-one 
-loans should have been in the billing and collection cycle and had 
payments past due. We could onjy determine the amoui\]t of the 
principal and interest payments past due on 6 of the 11 loan? be- 
cause ED's files did not have the information on the other five* The 
six loans totaled about $10 million with initial principal and inter- 
est payments totaling $231,967 past due^ 

Our recommendation in this iarea was that original loan docu^ 
ments be forwarded to th^ bank, that appropriate substitute? or 
missing documentation be located and forwarded to the Federal Re* 
serve bank, that institutions be billed for all payments due, and * 
that a complete inventory (rf all the College Housing Program 
loans be developed. \ 

With respect to the issue of the audit inspection fees, we believe 
that "^the transfer of the College Housing Loan Program audit and 
inspection fees from thfe Department of HUD to Education needs to * 
))e actively pursued. 



HUD .had collected millions of dollars in fee^ from bptrowers 
before the program /Was transferred. Contrary to Office of Manage- 
ment and Budget guidance in 1980, HUD has retained these fees. 
We recommended that the Assistant Secretary prepare a letter fot 
the Secretary of the Depart/nent of Education forihally requesting 
that HUD determine the amount of the fees that should be trans- 
ferred and transfer such fees.. Such a letter has been prepared and 
there is dialog in process at this time. ^ ■ ' 

Institutions are not required to establish that a severe housing 
shortage exists at the time a loan is made nor do they have to 
begin construction within a specified period aftei: they receive their 
loan reservation. ^ / 

At one institution, changing conditions indicatjed that the hous- 
ing shortage which existed at the time of the loan reservation no 
longer existed at the time that' the loan agreement was executed. 

At another institution, College Housing Program loan funds had- 
been obligated for 3.5 years before the institution began construc^^ 
tion. We recommended that program regulations and loan agree- 
ments be revised to address this situation. .y ' 

Mr. Weiss. Mr. Laine, how about the xitilizat;i6n of for^losure* 
and receivership on defaulted institutions? I 

Mr. Laine. Well, Mr. Chairman, We had recommer ded that the 
policies be reviewed ar;^ within what is in the beat interest of the 
Government and of economic benefit to tbfe Governm^t, that cqn- 
isideration be given to strengthening such procedures. \ 

Mr. Weiss. Do you believe that the leniency €(xhtibited\by th,^>De- 
partment, which, by thr way, was alsp practiced by t&e Depart- 
ment of Housing and Urban Developmefat when it >0n\^the^pro- 
gram, has given the colleges the impression that ^ey can get awliy 
with not making loan payments? . • \ ' 

Mr. Laine. Well, Mr. Chairman, it is very hard to say specMically 
what the colleges are thinking in that regard, but we did note that 
there are instances in which the colleges and universities did pay 
off other long-teri^ debts but did not pay Off th^ College Housing 
Loan Program. ' , • 

Mr. Weiss. Right; In fact, your testimony states that your audits 
discovered colleges that appeared financi^ly able to pay 'thciir-'^ 
debts to the Department but chose not to; is that correct? , \ . 

Mr. Laine. That is correct, Mr. CMirman. « " , . 

Mr. Weiss. And you also testified thatJCoUeges were payirig^their ' 
idebts to private lenders at the same time that' they refuse, to pay 
their college housing and academic facilities loans; is that correct? 

Mr. Laine. That is correct, Mr. Chairman. 

Mr. Weiss. Does the Department of Education havQ^laiforcement 
power to force collection of past-<lue debts? ' 

Mr. Laine. Mr. Chairman, my UBderstanding is.t^at there is 
such a process and with respect to thcPdetails, I can subtnit thiat for 
the record or have you ask the Assistant Secretary on that. 

We would be happy tp aubmit that in. more detail for the record! 
There is a procedure. ^ . ^ ' 

Mr, Weiss. Without objection^, we will hold the record' Open ^ re- 
ceive that material at this point in the record. 

{Material to be suppliejj follows:] ^ 
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According to ^rograim omciale, the Department has the legal authority of foreclo- 
eure or rent receivership. . ^ 

Mr. Weiss, And, do you know, just generally, what enforcement 
tools are available to the Department? '. 

Mr. Laine. I know, Mr. Chairmtth, that there are certain in^ 
stances where there can be foreclosure but witl>' respect to the spe^ 
cifics, not offhand, Mr, Chairman. ■ \ : ' ' L 

Mr. Weiss. Right. And, are you familiar with receivership and 
the seizing of reserve accounts, which are also available? 

Mr. Laine. Those are available tools; right. 

Mr. Weiss. So, at least in the cases that ybti have mentioned in 
your testimony, the Department has chosen not to use all of the 
enforcement tools at its ^ipposal; is that right? 
■ ; Mr. Laine. That is correct. 

Mr. Weiss. You testified, Mr. Laine, that the Department is ex- 
pending all of its staff resources in these programs on collection of 
lotos from defaulted borrowers. 

• Do you see a danger that by neglecting, the loans which are in 
-current status, those that are paid up, that the Department may be 
threatened by even greaterdefaults in the long-term future? 
^Mr. Laine. Mr. Chairman, the concern we have in that area is 
that adequate technical assistance be provided to those institutions 
that; appear to have the potential for default. While we do not dis- 
„agree ?vith the need to pursue defaulted, loans, there is also a need 
to assure that a priority is a^o given io assure that future loans 
are not defaults on also, Mr. Chairman. 

Mr. Weiss. You testified that security for loans at four schools 
that y^ audited was questionable and that in the event of forfeit- 
Pep^rtment ipay not be able tor recover th^ $10.5 million 
on mese four" loans alone. 

Oould you elaborate on that point? 

Mr. Laine.. Yes, sir, Mr. Chairman. 
. The $10?5 million is made up of four institutions. Two schools, 
Hofstra. University— $8.5 million— and Florida Memorial College— 
$1.5 milliQn—conlstructed . facilities on land.donated under the Fed- 
eral Real Property Assistance Program. There is some concern, be- 
cause of the nature of the donation, that title to the building might 
not be secured 'to the Department in the event of the transfer of 
the property. : 

At Windham College, a loan of $1 million was fbr a library which 
has no separate heating facilities. The heatmg facilities are part of 
.aBo^erbuilding. And that, of course, is a concern. And, in the caSe 
of theTuiriversitv jiCJfeutucky's loan of $4.5 million, we were 
umible to locate the bo^sT"-— ^ 

Mr. Weiss. So that in some of these lnstanc6e~ther& has been a - 
failure to,w9ecure title searches or title insurance or to have legal 
representation! of the Department at the loan closings so that the 

groblems didnot become known jo the Department as they should 
, ave In the normal Wal process?^ 

Mr. Laine. « Mr. Clminnan, as you did indicate, that is correct; 
9nd the concern is that, because certain actions may not have been 
taken before every loan executed, the Department and the Govern- 
ment s interest m^ht not be protected. 



Mf. WKlsSi Vbuf audite founcl that the Department does not have 
legQl representation at loan closings. I understand that the Depart- 
ment relies on attorneys the borrowers to* represent the 
Federsfl GoVernnient's legieii interests l 

Do;;^ou d6e tife potential for conflicts of interest in that situa-| 
tionr ' ; . . 

Mr. Laine. Yesy we 'do, Mr. Chairman. 

jyif;. Wliiiss: 'Do you recpmmeitid that the Department have legal 
' representation at lofi^n closing^? 

.Mr. LAiN)S.*.Ye8, we do.- We bplieve.to properly protect the De- 

pictiica^nVB interest that, a legal representative of the Department 

should be. present. 
. o Mr:^^ Weiss. You af^ teistified that your auditors discovered 
^^Jnearl^^iSO tniHioh |n lo$n files that had not been forwarded to the 

FedeFa^'Heserve bank' wher^ the billing is initiated 

: Ark- you Jsayirig that billing hiajd not begun on these loans because 

the necessary ^ocuirpents were not forwarded by or at the behest of 

the Departpnfwt as'hrequired? 

\ Mr, Laine; Thj^^^^^ 

As We^hlild indl«at^, because of the nature of the files, certain 

documents necessaiy to initiate collection proceedings had not been 

fdnvarded*' 



Mr. VfelsB. Wfere did y<Hi discovjer those files? 
M^ Laine. Mr. Chairman, I could supply you this information 

/.f^jr.tjte 

: ^ .^hat we; did do in this instance was to look at 111 loans and we 
^ - foVwd, that original loap documents were not forwarded to the 
v ipederal ll^ ^ • 

■ , ? Mr. Wbi^. Right: 'and thos^Twere files located at the Department 
>^lj€g%dafter8 itself? V V/'V. / 

1 // Mr/^WEiss. irhe^ proper documentation to commence the billing to 
' the Colleges aimpty had.npt jbeen forvirarded^ to the Federal Reserve 
'bknk; ift'that ?^ 

; Mj^. Laine; Yct, Mr. Chairman; if I might elaborate. 
We foujnd that fpv 21 qf the 111, that was the situation. 
Mr. WjEiss;. ^e ypu sittisfied thiat this problem has been correct- 

/^^d?\.:;.^ ^. .V i/; - 

' • Mr.^LAikE.* Mi7. Chairman^ with respect to the corrective actions, 
m^dst of the necotnmendations that we have made have been con- 
. curr^d :>vith by jjlje Office of PostSecpndary Education. At this point 
. timei though, we. have no£ had the opportunity to go back and 

been tekeHi we do, however, plan to do 

; ; Mr^ ,!^p3S. Th^ Housing Loan Pro- 

j^ram/dfe created :bj^^^^ is; that only schools with severe hous- 

Artg^sh^^ 

t • th#t mso your u 
\-Mr.*LAii*E.-.Yes,-ei^^ 

' Mr. WkiSs. Yet, yo||i testifi^^ t^at "institutions are not required 
to lestabUsji that a s^ver^ housin^'^hplllage exists at the titpe of the 
fexecution (M the loan ag^^ • 
y ' ^Are y9U laying that yoii ^knoW of schools that did not have houd^ 
irig shortages at the tim^ that they received their loans? 
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Mr. Laine. Mr. Chairman, we are aware of a situation where, in 
our opinion, this was in fact the case. 

Mr. Weiss. Let me discuss the^t case with you. 

According to the Department's records, the University of Wash- 
ington in Seattle received a $3.2 million college housing loan in 
19B2 but prior to the award of that loan an owner of student hous* 
ing in Seattle coni plained to the Department that a housing short- 
age did not exist in Seattle and that the loan would b^a waste of 
Federal funds. . 

As a result of that complaint, your office conducted a prelimi- 
nanr investigation; is that correct? 

Mr. Laine. We did look into that situation; yes^ Mr. Chairman. 

Mr. Weiss. I have before me a memorandum from the Inspector 
General to Secretary Bell on this matter. The memorandum ii9 
dated June 25, 1982. It states that "we have been advised by the 
Office of General Counsel that ample availability of housing in Se- 
attle at the present time does not impact on the decision to execute 
the loan agreement." 

Mr. Laine, does that mean it is the Department's position, that a 
loan must be awarded on the basis of the housing situation ^at the 
time of the application, regardless of how many years before the 
actual loan is awarded after the application was made? 

Mr, Laine. That is our interpretation, Mr. Chairman. 

Mr. Weiss. So, in the case of the University of Washington, 
which applied for its loan in 1980, you found no housing shortage 
at the time that the loan was actually awarded in 1982; is that cor- 
rect? ' 

Mr, Laine. That is cprrect. 

Mr. Weiss. Is it the common practice of the Dei)artment to award 
loans based on old housing data? 

Mr. Laine. Mr. Chairman, my understanding is that the norm is 
that the construction would normally be undertaken within 18 
months but that extensions can be granted. 

Mr. Weiss. The data that they use, though, is that which was 
subniitted in the application, regairdless of the timelag between the 
application and the execution of the loan; is that right? 

Mr, Laine. Yes, sir. , 

Mr. Weiss. Do you recommend that the Department change its 
criteria for awarding loans? - . ' 

Mr, Laine. Yes, sir. We believe that the situation should be 
looked at again before the loan is executed to assure that there Is 
still a severe housing shortage. 

Mr. Weiss. Mr. Laine, on February 8, 1983, the Office of Inspec- 
tor General initiated an investigation involving a loan to Creigh^n 
University in Nebraska. Your investigation found that, the school 
declared in its application for a loan that students living in q build- 
ing only five blocks from the campus lived more than 1 hour'fi|,d& 
tance fromr the campus. ! {i^ 

Your, investigation further found tWat Department of Education 
offijciats advised the school to list the students as living-mor^ than 
an hour away because the school was about to Ipse its tease on the 
building jn question and, therefore, the students could be consid- 
ered living more than 1 hour aw&f. 

Based on that representation, was the loan awarded? 
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Mr. Laine. Yes, Mr. Chairman. 
Mr. Weiss. The Department, then, knowingly accepted informa- 
tion that was untrue, but more th»n that, did the Departriient jat- 
tempt to see if there was available housing for the students living 
in the building five blocks from campus, and did the Department 
attempt to learn if other leasing arrangement© could be made with 
the owners of the building? 

Mr. Laine. With respect to that, Mr. Chairman, I do not know 
the answer. 

Mr. Weiss. You testified that vour audits found that schools were 
diverting revenues from federally financed projects, revenues that 
were pledged to the Federal Government for loan repayment. Your 
audits also found that schools were attributing unallowable costs to 
these pledged projects. These schools have signed agreements with 
the Federal Government that those revenues will used for debt 
repayment. 

Is that correct? 

Mr. Laine. Yes. " 

Mr. Weiss, If a school knowingly and willfully diverts or misrep- 
resents those revenues in reports to the Department of Education, 
would you consider those intentional representations to be fraudu- 
lent? 

Mr. Laine. Mr. Chairman, with respect to the definition of fraud 
and with respect to defining criminal wrongdoing, ttte distinction 
between fraud and abuse— the line between them is riot very clear. 

What we do in those instances where we feel there may be crimi- 
nal wrongdoing is to do a preliminary inquiry and determine 
whether there may be a situation such that criminal wrongdoing 
/las occurred. 

Certainly, though, it is either abuse or fraud, one of the two, Mr. 
Chairman. ' ^ 

Mr. Weiss. Has the Office of Inspector General considered con- 
ducting criminal investigations of schools that send purposefully 
erroneous information to thfe Department of Education? 
, Mr, Laine. Yes, sir; we hAve, and when appropriate we have con- 
ducted either a preliminary inquiry where we look further to see if 
there is a need to do a criminal investigation, or in a few of the 
cases, we have begun immediately doing a criminal investigation. 

Mr. Weiss. Last year your office issued an audit report on Alaska 
Pacific University, a school that received a $2.9 million college 
hoiising loan. Your audit found that the school had diverted reve- 
nues pledged to the Department of Education. 

Is thajt correct? 

Mr. Laine. Yes, Mr. Chairman; that is true. These revenues esti- 
mated at $136,000. 

Mr. Weiss. Did your audit also find that the school attributed un- 
allowable costs to the federally financed building? 
. Mr. Laine. Yes, Mr. Chairman. The project had been allocated or 
charged about $110,000 more than what we determined to be its 
equitable share of such expenses. 

Mr. Weiss. Did your audit find that the school had sufficient 
assets through a land sale to repay^its debt to the Department? 
; Mr. Laine. Mr. Chairman, we determined that the university 
had executed an agreement to sell land for about $10.9 million and 
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that a $1 ^nillion option payment was due at the time of our audit. 
We, in ftitt, did recommend that this money be used for this pur- 
pose. 

Mr. Wisiss. For repaying of its loan; is that right? 

Mr. Laine. Yes, sir, ^ / 

Mr. Weiss. Did your audit also find that Alaska Pacific Universi- 
ty was leasing the federally financed building to the U.S. Geologi- 
cal Survey for $283,000 a year at the same time that the school w&s 
delinquent on its d^bt? ^ 

Mr. Laine. Mr. Chairman, offhand I am not sure on that item. 
We would be happy to respond for the record if you so desire. 

Mr. Weiss. Well, perhaps you can check that and we will call you 
back before we terminate to get that answer into the record. 

Mr. Laine. That would be fine, Mr. Chairman. 

Mr. Weiss. Do you believe that the Department of Education 
shoi;ild have attempted to collect the revenues and proceeds from 
the land sale? I believe you already testified yes to that. 

Mr. Laine. Yes, we did recommend that in our audit report.' 

Mr. Weiss. Has the Department cdllectj^d the full past-due 
amount' on the loan? 

Mr. Laine. To the best of our knowledge, Mr. Chairman, it has 
not. 

Mr, Weiss. Your officd audited loans to Florida Memorial Col- 
lege, which received more than $3 million in loans. Did your audit 
find that this school had not included at least $100,000 in revenues 
in its project funds? 

Mr, Laine. That is correct, Mr. Chairman; $101,000 of student 
union fees were riot credited to the project. 

Mr. Weiss. Did your audit find the buildings financed by the Fed- 
eral Government in that instance in disrepair? 

Mr, Laine. That is correct, Mr. Chairman; 

Mr. Weiss. Did the Department of Education defer past-due 
amounts on that loan and enter into a workout agreement with the 
school? 

Mr. Laine. Let me just check that one, Mr. Chairman. 
*I am sorry, Mr. Chairman, could you repeat the question, please? 

Mr. Weiss. Yes. Did the Department of Education defeV past-due 
amounts on that loan and enter into a workout agreement with the 
school? 

Mr, Laine. There was a workout agreement signed, Mr. Chair- 
man, and in fact certain payments were deferred. 

Mr. Weiss. Did your audit de£ermine if the projects are generat- 
ing sufficient revenues to pay the loans in that instance under the 
workout agreement? 

"^^Mr. Laine. Mr. Chairman, I don't have that one offhand and, 
again, would be happy to submit that for the record. 

Mr. Weiss. Without objection, the record will remain open to re- 
ceive that information. 

[The material follows:] 

Our review found that the projects are generating sufTicient revenues to pay. 
maintenance and operating expenses and meet the payment schedule required 
uiider the workout agreement. ^ ' ' ■ 
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iPlJJf^ ^jS^' ^ rj^}^^""^ information with you indicating whether 
Florida Memorial College adhered to all payments under the work- 
out agreement? • 

Mr. Laine. Yes, Mr. Chairm&n. They did not. 
Mr. Weiss. They did not? 

Mr. Laine. Tbey^did not. 

conducted an audit of more than $3 
!te lo^n?^ loans to Hawaii Loa College. Is this school in default on 

Mr. Laine. Yes, Mr. Chairman. 

Mr. Weiss. Did Hawaii Loa charge $80,000 in costs to a federally 
financed building that were not allowable? 

Mr. Laine. Mr. Chairman, there were certain expenditures, as 
you indicated, charged that we felt were not allocJited properly, 
that were improperly allocated. ■ 

Mr. Weiss. Right. And is thkt $80,000 figure accurate? 
thf recoX^ ^^^^'■"^^"' ^ ^°"1^ want to check that for you for 

Mr. Weiss. OK. 

[The material follows:] 

^"LT-fj* ^-^^-OOO in costs were allocated to the Federallv fi- 

nanced building. We felt that these costs were not properly allocated We alsL found 
other costs charged to the facilities which we belfevid Were improperly aUoStS^ 
but could not determine the proper allocation of these costs. ''"P^P*'"^ allocated, 

_ Mr. Weiss. Did the charging of those costs to the building cause 
the revenues from the building to be understated? 

Mr. LAIN& Yes, Mr. Chairman. If excess expenditures were allo^ 
cated, the net revenues available to make the debt payments would 
not be available. That is correct. 

Mr Wei^. Did Hawaii Loa continue making payments' to private 
creditors while it was in default on its Education Department loan? 

Mr. Laine. Yes, Mr. Chairman. 
. Mr. Weiss Did your audit state that the reason the school gave 
inequitable treatment to the Department yras the Department's 
own lenient loan policies? 

nr^Ll'Tf Mr. Chairman our audit report stated that in our 
opinion that was the case. That contributed to this situation, ves 
sir. ' ' 



Mr. Weiss. Mr. Laine, your office conducted an audit of nearly $4 
A-^r 'a Ju^!?^?' University in North Carolina. Did the 

audit find that Shaw had improperly charged salaries and other 
fSS ^ buildings financed with Federal 

Mr. Laine. Mr. Chairman, we found that certain costs were not 
properly charged and certain costs were not allocated properly, y^, 

. Mr. Weiss. Did the audit also find that the school had not depos- 

P'^^^ facilities; in segregated accounts as re- 
quired by the loan agreements? / 

t^ sS ^*^airman, tile proper revenue fund account 
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Mr. Weiss. Does the loan agreement require that all net reve- 
nues be paid to the Department of Education? 
Mr. f^AiNE. Yes, Mr. Chairman. 

Mr. -W^ms. Your office conducted an audit of Steubenville Uni- 
versity Orphic which has received more than $2.8 million in loans. 
Did the auaTt^lnd that net project revenues at the school had been 
understated b^;$362,000 because improper costs were charged to 
the federally financed facilities? 

Mr. LAiNE. That is correct, Mr. Chairman. 

Mr. Weiss. Your oflice also conducted an audit of more than $3.5 
million in loans to Viterbo College in Wisconsin. The audit found 
that more than $50,000 in pledged revenues were not reported to 
the Department of Education. The audit also found that the school 
made debt service payments on other loans and purchased real 
estate while its loan from the Departn^ent of Education was in ar- 
rears. ' 

Is that correct? 

Mr. Laine. Yes, Mr. Chairman. 

Mr. Weiss. Mr. Laine, were all of the audits conducted by your 
^office only of loans that are in default? 
. Mr. Laine. Yes, Mr. Chairman. 

Mr. Weiss. And in every case audited, did yoiir office determine 
that true net revenues of the schools were understated in reports 
to the Department of Education? 

Mr. LaineI Not in all, Mr. Chairman, but in many of the schools 
we audited we have indicated in our report that net revenues were 
understated. 

Mr. Weiss. You conducted no audits of schools in current loan 
payment status; is that right? 
Mr. Laine. That is correct. 

Mr. ;WE^ss. To vour knowledge, does the Department of Educa- 
tion verify that the buildings financed by loans which are in cur-/*^ 
rent payment status, that is those which are paid up to date, are 
indeed being used for educational purposes? 

Mr. Laine. Mr. Chairman, I am not able to comment on that at 
this time, although I do believe these types of issues will be com- 
mented on in our report that we are in the process of finalizing on 
the overall management of the program. i 

Mr. Weiss. Do you know of anyone who can assure this subcom- 
mittee that all those buildings are being used for educational pur- 
poses? 

"Mr. Laine. I would defer that to the Assistant Secretary, Mr. 
/Chairman. 

I Mr. Weiss. Before I ask counsel for the minority if she has some 
questions, we had asked before aboutithe leasing of one of the 
buildings at Alaska Pacific to the U.S! Geological iSurvey. If you 
will look at your audit report on page jl, the fourth paragraph, do 
you have thatVith you? 
Mr. Laine. Yes, Mr. Chairman. 

Mr. Weiss. Does that {hen refresh your recollection that the 
building which in fact was paid for by the Federal loan was then 
leaded to the U.S. Geological Survey for annual payments of 
$283,945? ' . . 

Mr. Laine. YeSy it does. V \ 



■ 186 . *. ■ • • 

Mr. Weiss, Thank you very much. y 

Now I will ask counsel for the minority if she has questions. 

Ma Morrison. Thank you, Mr. Chairman. 

During the course of your review of the management Of these 
programs by the Office of Postsecondary Education, did you receive 
any indications that some of the problems that you found had al- 
ready been identified by the program staff? 

Mr. Laine. Yes, we did. 

Ms, Morrison. Did you receive any indications that refnedial 
action was being contemplated? 
Mr. Laine. In certain instances action was in process of being 
' taken. ^'r^ 

' Ms, Morrison. How many loans are in default in*^ the College 
Housing and Academic Facilities Programs? In total? 

Mr. Laine. According to the information that I have available', in 
the College Housing Loan Program, the number of loans in default 
f is 155, for the College Rousing Loan Program, and 47 for the Aca- 
r demic Facilities Loan Program. ^ 
» Ms. Morrison. What percent of the total number of loqns would 

those numbers represent? 
Mr. Laine. I do not have that number offhand. 
I would be happy to submit that for. the record. 
Ms. Morrison. OK. ' 

Mr. Weiss, Without objection, the record will remain open to re- 
ceive that answer. 
[The material follows:] 

According to program officials, the College Housing default rate is 3,8 percent and 
the Academic Facilities default rate is 9.2 percent. 

Ms, Morrison: How do you define the term ■ 'default'? 
In other words, if an institution missed a payment, would they be 
considered in default? 
Mr, Laine. Yes. 

Ms. Morrison. A single payment? 
Mr, Laine. Yes. 

Ms, Morrison. Would you have any idea of how many institu- 
tions that are presently listed in default might have just missed a 
single payment? 

-Mr. Laine. I would not know that offhand. 

Again, we could submit that for the recford. 

Ms. Morrisons OK. 

Mr, Weiss. Without objection, the record will remain open to re- 
ceive that answer, 
[TTie material follows:] 

According to Department officials^ institutions are not shown as in default in^ offi- 
cial records unless thev are delinquent in payments beyond a two-month period. 
Data is not immediately available to determine the number of schools delinquent 
only one payment. ♦ 

Ms, Morrison. Do yOu believe that raising the interest rate on 
these programs closer to the prevailing market rates would help 
with future collections efforts? 
Mr. Laine. One of our observations and recommendations was 
^ that late payment penalties be considered, but we also recommend- 
ed that raising the interest rate be considered, yes. \ 
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Ms. Morrison. Mr. Chairman, are we going to addr^ any ques- 
tions about the discount authority to the Inspector ' General's 
3ffice? 

Mr. Weiss. No. Of course, -you may ^ ask whatever questions you - 
iirould like^but we will have those questions addressed I think most* 
appropriately to the Assistant Secretary- 

Afs. Morrison. If you don't mind, I have one I would like to ask 
now. . ■ ' 

Mr. Weiss/ Of course, go ahead. 

Afe^ MQRti«30N. With respect to the new discount ftuthority that 
the Secretary has just been given, what would you recommend be 
the policy with respect to defauIte|t!|nstitutiohs? 

Mr. Laine. Well, we have not liad a chance to study in depth the 
regulations at this point in time; but with respect to the discount 
Biuthority overall we are in favor of the basic cpncept of net present 
ralue discounting. , - * 

The application of that concept, however, to pavments that are 
\zi arrears is something that we'would want to look at very closely 
to assure that any such writeofTs'are appropriately controlled and ^ 
in the best4nterest of the Federal Government 

We have not, at this particular time, seen in detail the plans for 
dealing with discounting of payments in default, so I am unable to 
comment any further. 

Ms. Morrison. Thank you, Mr. Chairman^ 

Mr. Weiss. Thank you very much. ^ 
Thank you, Mr. Laine. ' 

If you will submit to us some of those open items which you did 
not have the information for at this time^ we would appreciate it, 
and we may submit some further questions to you in writing. 

Mr. Laine. That will be fine, Mr. Chairman. 1^ 

Mr. Weiss. Thank you for your testimony. 

Mr. Laine. Thank you. 

Mr. Weiss. Our next witness will be Dr. Edward M. Elmendorf, 
Assistant Secretary for Postsecondary Education in the Depart- 
ment of Education, accompanied by some of his associates. 

Dr. Elmendorf; if you would approach the witness table and 
before you take your seats, if ydu would identify your associates 
who are with you, we would appreciate that for the record. 

STATEMENT OF DR. EDWARD M. ELMENDORF, ASSISTANT SECRE- 
^TARY FOB POSTSECONDARY EDUCATION, DEPARTMENT OF 
EDUCATION, ACCOMPANIED BY DR. RONALD KIMBERLING,^ 
DEPUTY ASSISTANT SECRETARY FOR HIGHER EDUCATION 
PROGRAMS; DR EDWARD BRANTLEY, DIRECTOR OF DIVISION 
OF FACILITIES AND GENERAL SUPPORT PROGRAMS^ DR. RICH* 
ARD FAIRLEY, DIRECTOR OP INSTITUTIONAL SUPPORT PRO- 
GRAMS; CHRIS CONANAN, ATTORNEY, OFFICE OF GENERAL 
COUNSEL; AND THOMAS STACK, DIRECTOR, CREDIT MANAGE- 
MENT IMPROVEMENT STAFF 

Dr. Elmendorf. Mr. Chairrnan, to my right, I have Dr. Ron Kim- 
berling, Deputy Aesistant Secretary for Higher Education Pro- 
amd; Mr. Conanan, Program Attorney for the College Housing 
am. 
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Mr. Weiss. Would each of you raise your right hand? 
Do you swear or affirm that the testimony that you are about to 
give shall be the truth, the whole-^th, an^nothing but the truth? 
[Chorus of "I do/'] 

Mr. Weiss. Let th^ record show the responses ^re in the affirma- 
tive. ■■ ■ ^" ■"■ " ■ ■ ' • 

Before we start, Dr. Elmendorf, who is directly responsible for" 
running these specific programs aijd is that person in the witness 
room at this point? 

Dr. Elmendorf. The person in charge overall is Dr. Kimberling. 
^The person directly in charge of the loan program is Dr. Brantley 
who is present in the witness room. 

Mr. Weiss. Well, suppose we have Dr. Brantley also with us at 
the witness table? 

Dr. Elmendorf. That would be fine, Mr. Chairman. 

Mr. Weiss. Dr. Brantley, before you sit down, would you raise 
your right hand? . 

Do you swear or affirm that the testimony you are about to give 
is the truth, the whole truth, .and nothing but the truth? 

Dr. Brantley. I do. 

Mr. Weiss. Thank you. 

Dr. Elmendorf, we understand that you have been suffering from 
a cold and that you are having some difficulty talking. We appreci- 
ate your being with us today. 

We have your full statement which will be entered into the 
record, without objection, and we would ask that you proceed as 
you deem it most convenient. 
[Dr. Elmendorf s prepared statement follows:] 
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Mr« Chairman and. Members of C^e SubrommlCtee: 

Thank you for providtng the Department with an opportunity to testify 
before this subcommltteie oa our^oprovements In the administration of both 

• ■ ■ ^ ■ ' . \ 

the Academic Facilities an*! College Housing Vosn Programs^ and on our succesa^ 

f • . • 

In strengthening our collections efforts uqder both programs. 

The Academic Facllltlea Program, which was originally authorised by the 

* • . 

Higher Education Facilities Act of 1963, Is now authorised under the pfovlaloas 

r ' , • , 

of Title Vtl of the Higher Education Act of 1965, as amended. Since the 
Inception of the programs funds have been made available for the Isauance of 
576 loans. The majority of these funds were awarded for. direct grants and 
annual Interest grrfnis for cooft ruction of undergraduate and graduate facilities* 

the Collie Housing Loan Program was first enactfed as Tl^le IV of ths 

/ . . 

Housing Act pf 1950, Th^a program was transferred frpm Department of Housing 
and Urban Development (HUD) to fhe Department of Education (ED) in 1980 under the 
Department ^ Education Organisation Act. This Department first made loans 
under this program iln fiscal yeat 1981 and began servicing loans In 1982» 
(hiring the total ilfe 6f this program 3,363 loans have been made, on\y 87 of 

• i 

which have been made since the transfer ojf the program to SO., 
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\ 

Ue btfllevsthat In the three years slncQ the Department assumed 

Vetaiionalblllty for the College Hoifslng Loan program, there have been 

^ I 
* 

slgnlf leant Improvements In Its manageoftntt - * 

When'the ope'ratlotts 'cif Co f lege. Housing Loan program was transferred from 

*• 

• HUD In 1981, there were a number' of problems tjiat had been Identified by, the 

• - 
General Accounting Office in its reports of 1980 and 1981. These reports 

^were constructive In identifying the ^''^^ vhere ve should focus immediate 

• attention In (erms of administrative improvements. Most of the recommendations 
made by the GAO in Us report^ and by our own Inspector, General , have been 
successfully Implemented. At the same ^ime, the procedures governing loan9 

under both programs have been revised td ensure conformity in the handling of 

t . ' ■ 

■• * 

loans. 

•* ■ * 

The College Housing Loan Program ' o . 

i 

•The major management Improvements we have implemented- since the program 
was transferred from HUD, include: 

o Loan origination regulations t^ere^ completely re-written and simplified 
to ensure a fair and thorough evaluation of an institution's loan^ application. 
Included was a prohibition against the making of a College Housing loan to 

ft * ' 

an Institution in default on another College Housing or Ac9<letBlc Facilities 
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loan. ^ * <• 

o Procedures were eatabllahed for verifying data submitted with an Instl-. 

tut Ion's application. This was one of the key GAO and IG ret^onnne'njat Inns* 

' ' ' ' . • . 

ji , 

o The loan application procedure v^^ Improved by sub*8tltutlng a' single, 
simplified application form for two conplex applications* 

4 ' ] f * 

♦ • 

■# - 

o The files of mo're than 3,000 loans Issued by HUD whi(*h were received from 

HUD*s central of f Ice/lts^ 10 regional, and A3 area offices have been^ centralized 

■ ' . <^ • 

and are being reviewed and brought up to date* MaAy of the^lles we received 

when the program was transferred were Incomplete. 

o A review of the HUD flTles found 81 Institutions In default on 211 loans* 
ThQ» Department Immediately began negotiating ylth ^thestf- Institutions* As a 
result, the number of InstltTui^tons la default has been reduced to 67 and 
negotiated and Implemented work-out agreements have l>een made with 49 of these 

Institutions. ^These institutions are ^ow making annual, agreed upon payments, 

' ■ ■ i 

to eliminate their Hof mil ro anH hflVfl rftfl""*^ mnirirtq riirrftrtf p^y^^i^fff- — Wer~HiV — 

/ ■ > 

continuing to work with the remaining Institutions. *\ . 



o In carrying out these actlvltlfls, the Department not only reduced the number 

«r 

9 ' • 

of defaulted borrowers^ but also succeeded In collecting $5-7 million from 

theee borrowers in FY 1982, $6.7 million ia.PY 1985, and is projecting a 

.. • ♦ \ 

collection of approximately $8 million In PY.'l984. ' - 

' ^ ■ ' ^ ■ ^ • % ■ ■ ■ ■ . c:" 

o' We have completed the eyqtems desfgn for a computerieed manairement informa- * 
.tion* system that will allow us to develop fln^oial profiles of all institutions**' 
receiving loans and, to provide readily accessible, accurate information on 

the status of loan accounts. . * * ' 

■* ^ . ■ ♦ 

o> We signed an interagency agreement with the General Services Admintet ration 

" ' ' ' i - ^ ■ - 

in 1^83 to dispose of repossessed properties. This agreement results in ^he • , 
effective utlizatlon of the^expertise. found in each agency to maximize 
Federal resources. . ** ^ 

E^e 

* * ■ 

and Human SeiVices* 'Regional Operations ^or Facilities Engineering and Conatniotio 

ft 

■% 

pr o v ide -^poh^lteetttftj: -and-ettgineertlig revtw 0&k^ices~"on all acFTve'projeots . 

Academic Facilitiea 

• \ ^ 

0 Authorization to grant mdxatoria oh loan repayments was added to the 

academic facilities statute in 1976. The loams in moratorium status h^e 

' H 

bften revtgwed in the last three years resulting in 28 institutions signing 



o^ We have also signed^ an intsrigency agreement with the Department of Health 
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ifork<-out Bgreemante or refinanoing their lot^a. The $3.4 million collected * 
aa.a reoult of thia action ia included in the cbllectipn to'tala atatad above. 

» Approaches to Loan Management ' ^ 

* The Department coneidera protecting tha Federal financial intaraat 

T ^ 

to be ita primary ceaponaibllity in the management of these loan programa. 

Yet reopoasi'\)le loan nanagament would nott be complete unleea the financial 

I 

health of the loa^recipient ia alao conaUered. /The collactiona prooeaa 

• *- *\ ' - ■ 

ia unproductiva, both for the Faderal government and our oolle^aa and 

■ ^ 

univarditiea , >if9 collection remedies Jeopardise the continued existenca 
of the loan^^ej^^iflenta . 



In dealing with an inatitution in financial difficulty, . we oonaider the 

o 

factors vhicth contribute t^ the ^natitution'a instability, and cooperatively 

jt 

develop a plan to '^work-out'* its financial obligations to the Faderal ^ovemsent. 
^uch plans bay include: < 

■ ■ 

\ o Deferment for a limitad period of payment of principal or interest or both; 
o The laase or sale of facilitiea for educational or altemati^va uses; and 
o Refinancing of loan obligationa-. 
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In addltioQ, there are alao legal remediee for default Incorporated * 

in the originlil loan document. Theee remedies include rent receivership and 

> 

foreclosure. However, our experience with these procedures 4.e that they are^~" 
the least cost effective for protecting the Government's financial interest. 
^ In addition, Pub.L. 98-139, enacted October 31, 1983, provides another 

« 

* 

option to inetitutiona to meet their loan obligatione. The Department Is 

authoriee<l to accept in full payment of any outstan(^ing college housing loan, 

.* 

a prepayment in the amotint that repreeents the present value of the loan 

^ ^ • .. 

discounted at Current Treasury interest ratetf for loans of comparable maturitiee. 
The formula used in det^erminin^ the discount is the same one used by the 
Department of Treasury, and. is based upon Net Present Value of th^ outstanding 
loan, thue contributing to the Pederal defioi^^ ^ j 

Ve are pleased that this discount proyieioi^ has been provided because the 
coet to the Government of sabsidieing the difference between the 3$ interest 
rate the iiAatitutions pay and the current interest i^ate ie exoeesive. In 
fact, at current rates we project that the Pederal govematnt will pay mori " 



in subsidised interest than it will receive in payments from loan ra^ipients. 

faotj 
a el* 



While we take considerable aatisf action in the progress we have/ made. 



there are still problems to be addresaei* Ve have solicited hel^i^ our 
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efforts Inoludlng, for gxampls, Requesting our Inspector General to audit 

a Dumber' of/ problem Institutions which we identified. We believed the audits 

would assist <^r collection efforts by revealing the actual roadblocks .to. 

J* ■ ■ " 

cillectlon afid.tfhat actions detrinental to the Government's financial interests 

/ 

were being taken by loan recipients, e.g. paying off loans to other entitles 
rather than paying our loans. Our loan servicing specialists currently are 
vigorously following up on the recommendationa« 

Ife appreciate the fact that you share our interest in the effective 
management of this program and trill^bs pleased to respond to queaJtions* 
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. Dr, ElmeKdqrf. Thank you, Mr. Chairman, . 
. I do appreciate this opportunity. I would like to take 5 or 10 mil?- 
utes and just summarize the testimony, ^ 
* Mr. Weiss/ Fine. The microphone is not very ^sensitive, so you 
almost have to swallow it to be heard through it. - * , 

Dr. Elmendorf. We have approached thit testimony that we have 
provided to yoii in a report-card format. We believe that the De- 
partment's administration of the program has focused on accom- 
plishments and measurable objectives that will give our successors 
a chance to look b^ck and have benchmark data. That is an oppor- 
tunity we did not have when we .took over this program from the ' 
^ Department of Housing and Urban Development [HUD]. ; 

The College Housing Program is 33 years old. It was transferred, 
to the Department of Education from HUD in 1980, It had^about aJ 
$3 billion outstanding balance/about 3,363 loans to 1,216 institu- 
tions. . - ' 

Since the Department has had the program, we have issued 87 
loans to institutions. None of these loans are in default. 

We began servicing, these loans in 1982. Of course, the Academic 
FacilitieO^rogram which was created in 1963 and is currently au- 
thorized imder the Higher Education Act of 1965, titje VII. We 
' • have about 576 loans to 434 institutions, for about $386 million. 

Between the two loan programs, we have 1,308 undupliCated in- 
stitutions participating in these programs. The tot*l amount of out- 
standing obligations is about $3.4 billion,.ovey 3,939 loans. 

I would, like to bring to your attention, Mr. Chairman, that 98.6 
percent or 1,290 of these 1,308 institutions are making good on 
their loans at this time. Eighteen institutions, or about L4 percent 
are in trouble. We have identified them'' as being in trouble, and we 
have asked the Inspector General for assistance.N They are not 
, making payments, but we are making progress toward bringing 
them into repayment. 
, , The default rate in the combined programs is 4.4 p^rdeot. In' the 
' College Housing Program, it's 3.8 percent, apd in the'Acacftmiic Fa- 
cilities, it's 9.2 percent, y < ' * ^ 

We have, cooperated with the IG and the GAO. Most of ^e re- 
ports they have issued were done *bji the program either befoi(;e it 
came from HUD or while it was in the period of transition and^vas 
the Inspector General testified, the majority of the recommenda- 
tions made by the IG and GAO have been implemented or are well 
^ on their way to being^implemented. \ • * ^ 

• We'have made some major improvements in the management pf 
the program. Y^e have developed loan-or id nation regulations, 
which are simpler and tougher than the regulations used by HUD. 
We, for example, do not allow institutions in default to participate 
in the program. 

We have files that came from 10 regional offices and 43 area of- 
fices, many incomplete and outdated. If you wish, Mr. Chairman, I 
have a letter and internal memorandums documehting the status 
of those files when they came to the Department which would show 
the condition of the files when the Department received them. 

We have reduce^d the number of institutions in default to 67 and* 
49 of those 67 are m repayment. In fact, we have exceeded both de- 
"partmental and OMB target collection goals on defaulted loans, col- 
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lecting about $5.7 million m-1981, $6.7 million in 1982, and $8 mil- 
lion expectedin 1983 and 1984. 

Additionally, we have developed financial profiles on institutions 
which we expect to have computerized. We haye also negotiated 
interagency agreements wfth GSA and HHS to utilize their serv- 
ices in areas to which they bring particular expertise. 

Let me go back to an earlier statement, Mr. Chairman, that you 
made about leniency in the Academic Facilities Program. That le- 
*nient attitude was not something uniquely developed by HUD and 
carried on by the Department of Education. It was recommend in a 
Senate appropriation report by Senator Magnu8on*on June 8, 1971. 
The language regarding this program reads as follows: "The com- 
mittee urges the department to be more liberal in the using of the 
academic facilities loan authority. It also urges* the Secretary to co- 
ordinate efforts with the Secretary of HUD and other areas so that 
the policies are similar.'' ' 

And, that in fact was done. 

With more recent <^struction from Congress, we have been a 
great deal less lenienf bringing those HUD moratoria loans on the 
academic facilities — W of them into repayment agreements, so we 
Ihink we have both simplei'and tougher requirements. 

In my testimony I have included a history of the collections 
within the-66part|nent, and that simply tells the story of increased 
collections each /ear while the Department has had the program. I 
also might add l|hat the majority of the increase in delinquencies 
that you cited occurred between 1977 and 1980. There >yas a 200- 
percent increase in delinquencies in the College Housing Loan Pro- 
gram, a 350-percent increase in Academic Facilities. However, since 
1981 to 1983, there Vias been less than a 15-percent inc^aise in' de- 
faults in the housing program, ^d I think it is betwei^n 20 and 25 
percent in the Facilities program. . / ' ■ 

Our approach to loan management is i5o protecVthe Federal in- 
terest without unnecessarily jeopardizing the ^cohtinuecl; existence 
of loan^ recipients. 

As you may be aware, Mr. Chairman, there are no winners inr 
bankruptcy,''and, frankW, there Js not a very good market in used, 
college campuses these days. ■ 

.For those that we find to be in financial difficulty, we have tools 
to use that go from deferment to sale or leas^ of a tacilify to a refi- 
nancing arrangement, and we,ftave seen fit to use all three. 

Insofar ds legal remedies are concerned, rent receivership fii^d 
foreclosure are two options which we have, but only after authority 
is given or delegated from Justic^. In both cases, these are least de- 
sirable options. They have been least successful. I give you the ex- 
ample of a campus in my homeSta^ of. Vermont which had a loan 
for $3.4 million. Its assessed value was $3.1 million. The Depart- 
ment, after foreclosing on it, sold it for ^$400,000,. and ended up 
paying $274,000 to maintain that facility, netting out about 
$130,000 on a $3.4 million purchase. 

We also now have the option of Public Law 98^139, discounting 
which we think will give us some additional leverage to bring those 
in default either in repayment or out of the program altogether. 

Finally^ I would like to address myself to the fact that we think 
that the audits done by GAO and the IG on the program primarily 
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A when it was with MUD have helped us immensely in getting the 
program up to speed. We also have . our own internah department 
A-123 system of checks and balances. 

We have an 0MB circular on debt collection which also encour- 
ages the use of discounting to pay off obligations. We believe that 
your guidance and your suggestions today will also help us or assist 
us in improving even more the significant accomplishments in the 
program, and I would also like to' bring to your attention the fact 
that to demonstrate* the sincerity of our commitment we*have en- 
couraged and allowed your staff to have opert, unrestricted, uncon- 

* ditional access to all of the files in both of our programs for the 
entire period that they desired. 

Mr. Weiss. Dr. Elmendorf, let me just stop you right there. 
That^ is not as a matter of favor or courtesyyto us; that is, a con- 
gressional right. 

Di^. ELME54DORF. Yes, sir, 

Mr. Weiss. Thank you. * 
* Dr. Elmendorf. I just wanted to put on the record that that was 
not something that was controlled or even suggested to be con- 
trolled by the Department of Education. 

Mr. Weiss. I don't want to get into a hassle with you on access, 
but if you will check — and we will give 'it to you after the Jiear- 
ing— as a matter of fact we did have\some difficulty with some of 

* your people in getting access to some material. 

Dr. Elmendoiif. Thank you, Mr. Chairmaii,,^at does conclude 
my statement. 

^ For the record, I will try to answer any policy questions. Foi* 
questions on individual institutions and data, I will defer to. Dr. 
Kimberling. ' • 

Mr. Weiss. Thank you very much. 

Dr. Elmendorf, most of the loans made under the College Hous- 
ing and Academic Facilities Loan Progranris are current;. is that 
correct? 

. Dr. Elmendorf. Ye§, sir. . • , - . 

Mr. Weiss. In February 1^83 you rejceived a memorandum from 
Dr. Brantley on the future of the programs. The memorandum, 
stated that college enrollments are declining and, as a result, **lt is 
becoming increasingly difficult for the colleges and universities to 
generate ihcpme to pay their debts." ^ 

Given this fact, it is more important, than ever to make 'sure that 
the schools which are current on their debts remain so. 

80 you agree? 
r. Elmendorf. Yes, sir. • 
Mr. Weiss. Witnesses from the Department of Education Inspec- 
% tor General's Office just testified about the findings of their investi- 
gations and audits of the College Housing and Academic Facilities 
Loan Programs. You heard their testiniony, I believe, yes? 
Dr. Elmendorf. Yes, sir. . 
Mr. Weiss. In essence, do you agree with tne Inspector Generals 
findings and testimony? 

Dr. Elmendorf. In general, I would agree that those conditions 
did exist at a time in the evolution of the program. Most of those 
findings were at a time when the p^ogrant was in transition trans- 
fering from HUD to the Department of Education, and I do agree 




. 201 — . 

^ ■ 

with the inspector General that our staff did in fact identify many 
of ^ose deficiencies first and bring them to the attention of the In- 
spechjir General. We were well underway to correcting most of the' 
deficiencies in the program. * 

^r. Weiss. You testified .that collections have been increasing 
unmr the College Housing and Academic Facilities Loan Programs. 
However, since 1977 the delinquencies in the College Housing Loan 
Program have intreased from $10,9 million in 1977 to $24 million 
todaj, and the delinquencies in the Academic Facilities Loan Pro- 
^arii have increased from. $2.5 million in 1975 to $10.6 million 
today. * 

Ymi.may be collecting more, but the delinquency rate is also 
rising. How do you explain that? 

Di. Elmendc^f. Mr. Chairman, I h^ve some charts f I would be 
happy to submit for the record. There was a growth, in the defaults 
in the program from — — ^ 

Nfr. Weiss. I am sorry, I am having difficulty in hearing you. 

Dr. Elmendorf. I will give this one td^r. Kimberling. 

Mr, Weiss. OK. \ - . 

Without objection, we will insert those charts into the record at 
this point - 

[The ehartsUellow:] 
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Dr. KiMBERLiNO. Mr. Ch^irfhan, your figures are substantially 
correct. In the Gollege Housing' Program in 1977 there were $10.9 
million, as you have stated, delinquent. The actual figure for '1983 
is $25.5 million, according to our records. But we are looking at the 
slope of the cuijye here. 

From 1977 to 1980, the delinquencies rose from $10.9 to $22.2 
million. In the last 3 years they have risen from $22.2 to $25.5 mil- 
lion. 

That was arr increase of 204 percent, during the period when the 
progtam was administered by HUD, as opposed to 15 percent 
during our administration. — ^ - — 

Now, let me also point out that these rates include the sum of 
hissed payments for closed schools, where in many cases, we are 
proceeding with court action and foreclosure. When you subtract 
that from the current total, it comes down to $20.1 million that is 
delinquent. That is out of a total of $3 billion outstanding in tke 
program. ^ 

With academic facilities, it rose from $2.5 to $8.5 million from 
the period* 1975 to 1980, for a 340-percent growth record during 
that decade. From 1980 to 1983, it rose from $8.5 to $10.5 million or 
29 percent increase. If you subtract the closed institutions where 
th^ clock is still ticking on missed payments, and we don't have the 
writeoff, authority, it goes down to $9 million. 

Again, putting ilitb perspective those figures against the $576 
million outstanding in the program, we don t feel that any amount 
of delinquencies are tolerable and we share your concern for get- 
ting a handle on this, but we would point out that the growth rate 
jn delihquencies has been slowed down, that it is nowhere near the 
growth rate that was experienced in the I970's, and that it still 
represents a fractional i>ortion of the total outstanding balances in 
the program. ^ ' ' " 

Mr. Weiss. The numbers don't seem to indicate your conclusion, 
but be that as it may. 

You also testified. Dr. Elmendorf^ that when the Department in- 
herited the program in 1980 you discovered 81 schools ij] default 
but now only 67 are in default. ♦ " 

Did the 14 schools you say are no longer in default pay off all 
past-due principal and interest? ' 

Dr. Elmendorf. Mr. Chairman, 20 of those schools were brought 
current. In the interim period, some schools closed, but Dr. Kim- 
. berling has the precise breakdown of the 67, 49 of which I testified 
are in current inpayment now; only 18 of which are not. 

Dr. KiMBERLiNG. Mr. Chairman, the period between January 
1982 and April 1984 includes 93 institutions that were in default at 
some period of time during that timeframe. Of the 93, 20 have^ 
become current, that is to say, either through a workout agreement 
with us or through the use of reserve funds that we have asked tjie 
institutions to draw down upon, they are now current and out of 
default completely in their paymenfl. 

There are 49 with workout agreements, making payments on 
those agreements. Eleven schools nave been' sold and 15 schools are 
what we would call the hardcore. These borrowers have either re- 
fused or been unable to identify workout agreements «with us. 
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I should point out thiat two of the closed schools had workout 
agreements, so while your figures may ladd up to 95, there is a bit 
of an overlap, and they come to 93. . 

We think that the fact that 20 institutions with workout agree- 
ments have now. become current on their loans supports^ our gener- 
al practice of workouts where the institutions make accelerated 
payments in order to meet their current debt service and to chip 
away proactively at the defaulted amounts. 

Mr. Weiss. Is it your testimony that where you enter into. a» 
workdut agreement that the workout agreement by itself brings 
the situation intercurrent status? 

' Dr. KiMBERLiNa All of our workout agreements arfes^ntended to 
bring an institutioi^ into current status over a set period of time 
through accelerated ' ) 

Mr. Weiss. I know, but my question is: Is it your position that 
when yoif have a Workout agreement entered into that^ simply th 
signing of that agreement brings it into current status? 

Dr. AiMBERLiNG. No, Mr. Chairman, our position is .that in 5 out^ 
of 7 cases, the workout a^eements have proven to be effective, and' 
insofar as they are an effective tool, we believe that thfey are a val- 
uable tool. In the cases where they are not proving effective', we 
have rto recourse, but to take n>ore stringent action, such as work- 
ing with our Inspector General to conduct a more detailed audit. 

I would remind the chairman that the Inspector Ge;iera4 has tes- 
tified th^t the selection of the institutions that they visited was 
done in conjunction with our program staff. These were- institu- 
tions that our program staff had identified in most instances as 
iiardcore defaulters, and we had conducted fiye site visits of our 
own prior to the Inspector General's audit. We feel that we have a 
good relationship with our IG, that they have the kind of audit ex- 
pertise ithat can give* us k more pinpointed set of information on 
the situation at these institutions that we have identified. 

Mr. Weiss. The Federal Reserve bank delinquency report for 
April of this year lists 107 schools in default for both programs. 

Is that an accurate figure? ♦ ' 

pr. KiMBERLiNG. I don't know whether it iS accurate or not, but I 
can describe a process which occurs about every 6 months and 
hopefully will put this into perspective. 

Typically, the. payments schedules that were Set up for HUD are 
semiannual, the payments falling due in October and April. That is 
because these are revenue-producing facilities. Colleges typically 
receive nioney in August or September, that they can deposit in Oc- 
tober or in the spring semester, in February and March that they 
can deposit in April. 

If an institution is late just a few days and if you are receiving a 
^ report done shortly after the due date, it has sometimes been the 
case that the Federal Reserve bank will report institutions that are 
technicallv in default? * 

A couple of years ago, for example, it showed Johns Hopkins 
University i|i default techpicallv. It turned out that their payment 
(Vas about 2 Weeks late and well within the grace period that banks 
normallv allow. 

So, when you get past a 30-day period or so beyond ^he normal 
payment date,, the number of institutions really and truly in de- 
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fault shakes down to the kind of numbers we afe talking a1>out— 
67. , • 

Mr. Weiss. In an audit of one defaulted school— Hawaii Loa Col- 
lege—the Inspeptor General found that i;he school was paying its 
private debts but wias not paying its debt to the Department of 
Education. The audit stated that the ''school pursued this inequita- 
ble repayment policy because.of ED's lenient loan policy." 

r might add that the IG lifi^de this conclusion in several audits. 

Do you believe that that conclusion is correct? 

Dr. KiMBERLiNG. I don't know, under *what circunfistances the 
school was characterizing^our lenient' loan policies. It is very possi- 
- ble, Mr. Chairman, that they were referring to the artificially lo\r 
3 percent interest, rate charged in this program, and I think if you 
or I had— — 

Mr. Weiss. No; they were talking ^bout the fact .that they were 
making payments to their private lenders but they were not 
making payments to the Federal Government. 

Dn KiMBERLiNG. YeS) sir. And, those interest rates and private 
loans, as we'know, are typically 12, 15, 18 percent. 

This school, by the way, is on our list of hardcore problem cases, 
and one of the followup actions that we deemed necessary was to 

get the kind of detailed audit information 

^ Mr. Weiss. Would you like to try. to answer the question that I 
aske^ you? 

The audit strfted that the school pursued this inequitable repay- 
mentypolicy because of ED's lenient loan policies. 
Do you believe that that contlusion is correct? 
Dr. KiMBERUNG. No,.sir. 

Mr, WeIiss. Dr. Elmendorf, has the Department of Education ever 
foreclosed on a defaulted school that had not already declared 
bankruptcy? ^ 

Dr. Elmendorf. Yes; we have foreclosed on schools, contrary to 
the operatioii of the program under HUD when no foreclosures of 
any kind were made. 

I cannot tell you whether or not bankruptcy proceedings had 
^ started, but Windham College is an example of one case where we 
did foreclose, and I went through that scenario with you. 

Mr. Weiss. But^ again, if you would like to try to answer my 
question. 

Has the Department of Education ever foreclosed on a defaulted 
school that had not already declared bankruptcy? 
Dr. Elmendorf. Let me hsk Mr. Conanan to respond to fchat 
Mr. Weiss. Thank you. 

Mr. Conanan. I believe the Department of Education did fore- 
close on a school which did not declare bankruptcy, and that school 
was Milton College in Wisconsin, 

Mr. Weiss. Milton College in Wisconsin? 

Mr. Conanan. Yes. 

I will check the records that the Department possesses, but I be- 
lieve, to the best of my knowledge, that Milton College did^t go 
into regular bankruptcy proceedings under Federal district court or 
supervision. 

Mr. Weiss. Any other school? 
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Mr. CoNANAN. I cannot recall, but? again, I will check the records 
to see if there is any information cencerning whether Education or 
HUD foiwlosed on a school that did not go into bankruptcy or rer 
organization proceedings. > 

By. th^ way, we^id recommend Torectosure recently in the 
matter of Eisenhower College. That school closed down in 1979 and 
Was taken over by Rochester Institute of Technolo^^ and recently 
Rochester Institute of Techndlbgy decided not to maintain and con:' 
S\n\xe Eisenhower College or the campus facility at Seneca Falls, 
and the General Counsel of the Department of Education recom- 
mended to the U.S. Justice Qepartment td pursuie or consider fore- 
closure on some of the campi% facilities that were located oh^that 
campus.* Justice did not go along with our recommendation, by the. 
way. ^ . ' : ' - - 

Mf. Wfiigs. Is there somebody, back >t the office who could give 
you the^ informittion as to whether -and Arhen Milton .College was^ 
foreclosed upon? * . ^ " ' - • . 

Mr.-eoNANAN. Well — - . ; " / 

Mr. Weiss. Is there somebody here on your staff who is sitting in 
the audiencelvho cpuld check with the office and get us that infor- 
mation before we ^conclude this morning?, 
, Mr. Conanan! Yes, thefe is. -r - 

Mr. Weiss. Would you ask them to please do that? ^ ^ , 

Mr. Con ANAN. Yes, I will. 

Mr. Weiss. Thank Vou. 

An alternative collection enforcement method at your disposal is 
to -put the buildings constructed with loan proceeds in receivership 
until the defaulted loan is brought current. 

Is that correct? . 

Dr. EfcMBNDORF. Yes, sir. ' 

Mr. Weiss. How often has the D^artmjent used receivership on 
defaulted schools? * ' 

Dr. Blmendorf. I will defer to Dr. Kimberling. 

Dr. KiMBERUNG. W6 have not jased that procedure yet, Mr. 
XlJhairman. We are contemplating it with a couple of the schools 
that the IG Kas audited. ' 

Mr. Weiss. Iowa Wesleyan'CoUege received a $L5 million college 
housing loan in 1965. The loan has a $602,000 delinc^uencv. A July 
27, 1982, internal Department memornndum concealing this school 
stated that the college was giving the Federal Government ''second- 
ary consideration" and that the school waft charging unallowable 
costs to its federally financed buildings, thus causing its true reve- 
nues to be understated. On June 3, 1982, the Department notified 
the school that the building would be placed in receivership unless 
the delinquent debt was satisfied. 

In response to this notification a school official sent* a memoran- 
dum to other school administrators stating ''the general feeling is 
that this is bluster and that in actuality nothing would be gc^ed 
by placing the residence Kails into receivership." 

Did the Department, in fact, place the buildings in receivership? 

Dr. KiMBERUNG. No, Mr. Chairman. * 

Mr. Weiss. Is it correct that 'the Department is more likely to 
defer payments, grant moratoriums, or recast loans rather than 
foreclose on schools or place buildings in receiverehip?^ 
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Dr. KiMWRLiNc;. It is more likely that we would recast loans-or!- 
* ' execute a workout agreement. In the late 1970's, acting under, the 
instructions from the Senate Appropriations Committee that Dr. 
Elmendorf read, a more liberal -mopaiprium policy was followed by 
the Office of Education in the Academic Facilities Program, and 
the College Housing Program in HUD^ 

That was at the expr^psed desire of the Congress. Since that 
time, in the 198G's, I think we have all realized t^e need to be more' 
aggressive in our debt-collection efforts, so if you look back in time, 
a more liberal policy toward moratoria and deferments was in fact 
followed upon the advice of the Congi^ess. That policy 

Mr: Weiss. You are not suggesting, Dr. Kimberling, that the Con- 
gress told vou to overlook ^e manipulation of revenues and, the 
charging of inappropriate expenses or any of those kinds of things. 
That is not what Congress told you to do, is it? 

Dr. KiMBERUNG. No, sir. 

Mr. Weiss. Right. % " ^ . 

I want to ask you about th^ttitude of some of fhe colleges that 
participate in, these loan programs. I have the minutes of a meet- 
ing of presidents. an(} other officials from schobls which have de- 
faulted on their Federal loans. The meeting took place on February 
22, 1982, and was conducted by the Conference of Small Private 
-^CoUeges. 

.The meeting attendees were advised then — and I am quoting di- 
rectly from the minutes— "defaulting institutions should stay low 
4 key and wait until the Federal Government makes the first move! 
HoweVfer, once the Government does move, the pel leges should ba 
prepared with workojit. agreements but save th€fir *big guns' (that 
] is; influential Congressmen) until last:" 
' ^ Are you aware of this strategy to avoid repaying loans? ^ 

Dr. Kimberling.^ We are very disturbed by this strategy, Mr. 
Chairman. We are very disturbed when any group or association 
talks about such strategies. . ^ 

I would quote from the sanie memorandum, however, where it 
says as follows: * ■ ^ 

Sheldon Stein bach made the group aware of the new Federal image. He said that 
we are in a whole new ballgame, that is, we should throw out everything said before 
January 1981. Right now the pressure is on. The Federal Government is serious 

about debt collection. * 

*• • 

^ I can furnish a complete copy of this memo for the record. 
Mr. Weiss. We have it. Thank you. 

One of the college officials at this meeting stated, and, again, I 
am quoting directly from the minutes: « 

We have had annual deferments in our academic facilities loans dnd some defer- 
ments On our HUD loans, y/ith respect to academic facilities, we made an agree- 
ment which would make us current on our debt due in 1996. We do not expect to 
abide by this agreement, but we had to agree to something in order to survive. 

Have you found that colleges do not abide by their workodt 
agreements and original loan agreements? 

Dr. Kimberling. We have found that some colleges are not abid- 
ing by their workout agreements, and we take this action very seri- 
ously. 

Approximately two out of seven do not ab|de by their workout 
agreements. ' 

/ 
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Clearly, any institution which is delinquent (Jr in default in its 
loan is not abiding by the terms of its origins^ loan agreement, and 
80 we have 67 institution^ ojit of the 1,300 that have not^ abided by 
those agreements either. " 

Mr. Weiss. The minutes go on to discuss how the defaulted col- 
leges should not be too cooperative with Federal auditors and 
should not notify Jbhe Department of Educeition of defaults but 
should let the departments try to catch them first. 

What is your view of that kind of attitude, Dr. Elmendorf? 

Dr. Elmendorf. I would answer that, IJHr. Chairman, by saying 
that they don't hdve a choice in -that matter^ Every college is re- 
quired to have an audit ^very other year. ThOT audit is to cover the 
entire operation of the university. The audit is submitted directly 
to the Inspector General. Thej^Inspector General then submits those 
that deal with student fmancial assistance to th^ other half of the 
student aid program for a resolution. The same action ought to be 
taken by the Inspector General to have thijj^^ audits reviewed from 
that, perspective, as well. 

Mr. Weiss. When did those minutes i^paFebruai^^ 1982-first come 
into your possession? \; . 

Dr. KiMBERUNG. Yesterday. 

Mr. Weiss. Without objection, fhose minutes ^ill be entered into 
the record at this point. 
[The material follows:] 




* 
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Confeoence of: Small pRivate Colleges 



BOARD OF OIRepTOm 



TiAn. ONo 
Vtc* Pr«BMS*Tt 

Or Rttpniylmi * 

C AjmM. SovV) C«roini 

Or DonaU OruifwtU 
PieMMnI PytarcyCoOtO* 

OoUn r«rry. New YoA 

Or DanMiBrtfRM * 
PreMlani. KjnMi Wmvyan Convgt 

Or Joseph 0«v4m 
P»e3<Mni. Taladagi Doitgf 
TiBadtga. AlMMmt 

Sr ThirfM HiOO>f« 
P»«s<)0ni. R«gf» Col«g» 

Or Rauban HoJden 

Pknident W«ten wmon CoOcgt 

Sr lM(»ltoK«es 

Pr«6«Mnf C h wynadtf Mercy Co»ge 
Owynedd vtitvv. Pvnmytvtraa 

MtfMkn MciMn 
Pkvt^Jani NorthMCdagt 

Or E*n n Mvnfl 
PiMident riAculum CcOBge 
Onnevilv T«nnMiat 



0> Okmh 

Yarkl^ South 0*oU 

[> FIm atieih Wooh Shaw 
p>»>(M«M Keu«(3 Coneys 
k«-jm Parti ^MwYortl 

Or Alan J Siont 
f^dSidani AuoraCooaga 
Aurora Btfioa ^ 

Sr E(Mh Maodaian V«c 
"VVwMjtrt Catdwal CoBaga 
Cai&fttn NaWJersay 

O Thomai.O Vosa" 
f^Mident. linncftily oi bhafiation 

O Clam Wtviwdaa 
^Mid^ NawMny Coflaga 
Newbany. South Qvolna 



-MArch is, 1982 



MEMORANDUM 



^Ot PRB8I0BNTS/c6l leges with HUO or HEW 
, • ' Facilities Debt Deferment 

FROMi JOSEPH P. O'NEILI^ /^^^ 

SUBJi Handling Requests for Debt Rapaynwnt 



A^nunber of colleges have caUed me to say they've 
received letters from, the Department of Education 
denying further debt deferroents and asking for 
a repaynent plan within 30 days, 

• » 
I havd prepared a brief paper which may be of 
help in preparing your presentation. If you plan 
to meet with Departmentof f ioiala in Washington, 
I suggest that you not go in alone. We'll try 
to arrange for an official from a Washington- 
.based organization to attend the meeting with you. 

Also included are the minutes of the February 22 
meeting. - ' 



/jc 
enc. 



PO BOX 24 PRINCETON. N€W JERSEY 08540 609/924-4364 
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• Public Piplioy on Debt ^Deferment 
for 

Higher Education* Fad litiaa Loana 



' • * * - » ^ 

Backqrdund 

As of August f 1981 f S7 higher edueatrion institutions had 
defaulted on 211 federal housing and academic facilities loans. 
Their de/&aits represent a total of $19.8 million in delinquent 
payments*.' With the exception of Lincoln University in Missouri, an 
historically black, publicly supported institution « all of ^e * 
defaulters are private institutions. At least- 29 of the colleges 

. in default have histories of delinquent payments that be^in before. 
1976. • 

» The^new effort to collect on delinquent- payments was^the result 
of Office of Budget and Management (ONB) Bulletin No. 81-17 (April, 
1981) requiring of all departments government "a productive and 
aggressive program** of debt collection. In a press release from f 
Mr. Stockman's office, dated May 1, 1981, 0MB calculated that "rnord 
thaii $25 billion of the $176 billion in debts owed to the federal 
governement were either delinquent or in default as of September 30, 
1979.", 

In the President's Budget Message to Congress of February 8, 
1982, the intent to collect on overdue debt' was again underlined. 
"A comprehensive effort to collect $33 billion. in delinquent debts 
had been 'Launched and will recover $1.5 billion in 1982 and $4 bij^lion 
in 1983.** » 

0MB has asked each department of government to set a goal for 
the collection of back debts for the loan program it administers. 
The 1982 goal for the Department of Education's facilities loan 
program is $6.6 million. This represents approximately one-third 
of the delinquent payments outstanding or an'avef'age of $76,000 for 
each of the 87 delinquent institutions. 

Con(er*ne* of $fnt» Prlvttt Cott^M 
• P.O. Box 24 
' Pltn09tOfi.ru. 0eS4O 
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Prior Policy oh Debt Deferment r : t » 

The official HUD policy* on the college housing program limits 

'I 

a deferment of de^ payments (e.g., non-ps^nent' ofr interest ahd/ar 

principal, or fail^ure to maXe reserve fund deposts) to a period not 

to exceed one ye«r. -In practice, some colleges 'have had debt* defer-* 

t 

ments for ten years or nK>re without the Department taking action 
to foreclose or assess penalties, .. «> 

Debt deferment on academic-, facilities loans (Title VII) is 
not bound by a defined time limit. The Oode'of Federal Regulations 
45, 170.66 gives the Commissioner of Education the authority to approve 

moratorium "if the borrower can demonstrate a temporary inability 
to make those payments without undue financial hardsljip* **■ 

l ^poposes New Actions on Debt Collection , 
' The Departjnent of Education's response of 0MB bulletin 81-17 
has tfken forQ in five proposals; 

.^•-assess penalties for late payment^ - ^ 

— rent receivership t 
--selective foreclosure " , ' ^ » 

— offset, i.e., withhold jnonio^ due to the^college from 

other federal grants or contracts , 
— de^nial o^ eligibility for federal grants and contracts to, , ^ 
institutions in default- 



*College Housing Management Handbook, July 1977', p. 23. 

; 
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or the liy prop6tAX$» rmt ieHMelvwihl|> and ^tU^t would Be 
the aoet danaginv to a colle^^e financial health and the least 
amenable to a •political* eolution« CSynpatl^ can be generated 
against forecloeure, but eelsure of tent that in due the goyermneht 
would be harden: to attack.^,) It ahould also be noted that rent 
receivership would apply only to the college )y)U8ing program while 
offset would apply t^ loans; as well. Denial of eligibility i.e 
already in effect for the faciljtti^ loan program. , 

Foreclosure and sale of a building to.^atisfy debt makes sense 
only if a potential* buyer Is at hand. Selective foreclosure is* a 
more national strategy in urban/suburban settings than in rural 
ones. Finally/ assessing penalties for late j^^yment is unlikely 
to affect colleges which are 'unable flo keep cur;cent on the origi^ial 
payments. Penalties are useful only where there i^ wilful disregard 
of an obligation when one has the financial resources to. make 
current payments. . - ~ 

Some institutions have already been called in by the Depart* 
ment. Letters will' go out to other colleges in the near future. 
The following are suggestions to prepare for a meeting^ with officials 
from the Department i 

1. Wait for them to come to you. if you ha^^e filed a 
request for a dfebt moratorium or for a new repayment 
schedule and they have not answered, you are not obliged 
tQ contact them againi ^ . 

2. If they do^ ask for information, provide it. These' 
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r^^uests may prove •nnoylng 0inoe you have probably . 

' , * • }^ 

' already filed the infonnation they are asking for. But ' 

^' 

provide, it again* « 
3« If you are called in for meeting r bring two Xeroxed sets 
of'ail* correspondence dealing with your facilities loans. 
The Department's staff is frequently unable to find past 
correspondence « Your copies moY ba the onfy ones. aval 1^** 
able. ' 

4* Brin^^ witK yoii your most recent cex'tified audit* ' Be pre* 
pared to prove that net revenues froxt\ your dormitories 
and/or student union are inadequate to meet the actual 
costs of utilities^ maintenance and debt service, 

5* If you are rentiiig any portion of a federally financed' 

facil-ity to a group or agency that is not part the. college, 
. have your attorney an4 your auditor review the arrangement 
before you meet' with Department officials. Department 
regulations require that all^et reve>)Lue5 from. the leased 
facility be applied to tbe outstanding loan balance., 

^ : If yoir vlsll\o apply some ne^t 'Revenues of a leased. 

, . facility to the college's operations be prepared to defend • — 
that request, , ' ^ 

'6, If you are asked to present a repayment plan for your 
• federal loans, analyze beforehand which of the following 
strategies bedt suit your financial conditions } 




••take the total of the delinquent paynenta due and apre«ld 
then out pvffr the entire lif«i of the loan. ^ 

<**do the aaine aa above i but extend the life of the loan 
10 yeara . , 

— asaeaa your ajbility to make aoroe payment irrespective of 

„.the amount due« 
/^^« If you ask for a debt deferment, remember that they can 

more easily grajt a multi year inoratorium for the a.oiademic 

facilities loan program than the college housing loans* 

The. housing lohn regulations allow a one year deferment* 

^ The one year rule, however, is a matter of regulation, 

not legislation, and can be waived. >. 
Public Policy Questions on Debt Collection 

The Iteagan Xdministrat^pn*s debt collection ignpfes sevelral 
fundamental diatinctionat 

Prof it versus Non-Profit i While all govirnment loan programs 
are initiated to fulfill some public purpose, loans to 
individuals or prof it-makihg corporations result in a direct 
eponomic benefit to the individuals or shafeholdera involved. 

Loans to non-profit colleges and hospitals are more akin 
to 9rant programs in that the loart is meant to, )>enef it third 
parties, i.e., students or patifnta, and not the recipient, . 

--Public Policy versus l>fr0ate Initiative: Colleges and uni- 
versities were encouraged by Congress to^meet the educational 
needs of post World War II,ji^erans and the subsequent 
"baby boom** generation of students t Congressional encourac^-*- 

^ ment took the form of low interest/long-term .loans for 
dormitory and academic facilities. - . ^ 

Now that the need for these facilities has passed, the 
governinent may not treat debta incurred to inclement public 
policy as if tl[iey were the result pf merely a private initia- 
tive. The. federal government was more a partner then a 
banker in the college housing program. It must share the 
risks as well ^s the rewards of partnerahip.' 
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— Taxabl* 'versus T«x*Bxeinpti ^Cotlegat and universities^ as 
^ax-exempt instltutione, eannot' by definition benefit directly 
from any supply-side stinulus based on decreased tax liabilities 
play the Same supply-side role in boosting productivity and 
innovation for the tax**exenpt sector as a reduct|Lpn of tax 

. liabilities will, do for the tax<rpaying sector? 

A New Public Policy on Debt Deferment 

Rational public policy suJciiig should take into account the 
following: . « 

—There will be 735,000 fewer lB-24 year olds in 1990 than 
there were in 1980. It is. ihie age group, and no other, 
that occupies the nation's 1.4 nilllon college dormitory 
•beds." 

A reasonable estimate is that some 350,000 "beds" will 
be in surplus by 1990. 

—The loss of anticipated revenue to colleges and universities 
at $1,000 per bed would be $350 million a year. Much of 
this loss would be absorbed by the private college sector. 

—In the short term, the federal government should fashion 
a policy of debt deferment geared to alleviate the problems 
of colleges which Serve- a high proportion of low-income 
student^. 

There is a precedent in the curf^nt college loan facili- 
ties program for granting special consideration to institu- 
tions eligible for Title III grants. This precedent could 
usefully be applied in the granting of debt deferments as 
enrollments decline or shift away from residential students. 
— In the longer rim, a significant portion of college housing 
facilities should be directed to non-educational uses, e.g., 
housing for the elderly, a program of debt deferlnent linked 
to remodeling facilities for other uses wcuOd allbw tM^ 
government to both recoup its inve'afemen^uBbrve policy 
.goals at the same time. 
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>eiNUTES OF FEBRUARY iZ. lQfl2 MEETINQ WITH PRESIDENTS AND OTHER 

' administrators of defaultinq institut ions and representatives 

OF HIGHER EDUCATION ASSOCIATIONS, . ' 



et* The DepArtnent of EducAtion hAi become well organited in 
its dealings with OQlleges and univenities which are in de« 
feult. The purpose of this neetinc; is to nake defaulting in- 
stitutionB equally ae or«canited in their, dealings with . 

the federal Rovernment, Alio« It is hoped that an interchange 
of ideas from those present can be useful in influencing 
future federai policy. 

' J ■ 

OR0AINI2ATIOW OF THE MINUTES t 

For easier reading, I have divided this report into 
three dietinit sections* They arei the experiences. of de- 
faulting inst^itutionsi what the federal irovemment is doing 
and wh4t the |ineti tut ions should do, and future assignments 
for ^BB.ociatipns and individuals. 
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I. THE KXPERIEWCES OF DEFAUL TINOJiNSTimiONS . 
A« TRINITY COLLEGE (W^INGTON. D.C.) 

W« raqu«ated.our fii'st dtferment in the aid 1970' e and 
we have continued requesting defementa through the present* 
In 1978 we sold prime real estate at a price of $3, 000,000. 
John Pisano called us after the sale, and asked us to use 
this money to repay our past du^ account*' Howe vert were 
able to convince him that if we gave HUD a substantial amount 
of the money at once, Trinity would gp out of business* As a 
result, we worked out a sik year repayment schedule for past 
due principal airid interest. But it should be noted that we. 
had only a verbals acceptance of the six year schedule from HUO« 
We were irrahted a series of one year deferments in writing. 
Finslly, on January 18, 19?2, we received a written letter 
of acceptance of our repayment schedule* 

Observatiom John Pisano is a reasonable man* (This is con- 

it . ■ " 

firmed by other collei^e experiences*) It appears that he did 

not believe foreclosure was the answer to the default problem* 
Rather, he attempted to make a series p f ^.pji3tAt e -^e e Is t ff tTor e d 
to meet the needs of the individual institutions, and hoped that 
these deals ultimately would' become mutually beneficial* How- 
ever, John Pisano is no longer with the Department* 

Also, there was a. relugtance among KUD officials to accept 
long term commitments in writingf But, as will be diecussed 
- in the next section, this attitude appears to be changing with 
the current administration* « 
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i, KBOkA COLLBOE . t 

«■ Mr* not required t^'*pujt up reeervet or oollateml 
for our HUD loAnt* Ovor th« past tAvoral yoar*, have aaked 
for dofoniafi^a. Our i^eataat difficulty haa baan that wa 
kaaiAal^nc tha govarraant for daf amenta, but have not had 
a wzlttan raaponae ainca 1979. Wa aaaume alienee neana consent, 
and tharafora. we recognise annual defermenta aa footnotes in 

our annual reports. I have, with va part of a file which con- 

» 

tains^ a record of lattara and telephone conversations aski^hg 
for defermenta. I have talked with many different^ individuals 
about this. But ther^have been so many changes in personnel 
in the Department, ^tmakes it very difficult to find anyone 
who is familar with our\articular case. , 
Observationt 'Perhaps "silence is golden" can be used to 
describe the Keuka experience. It was suggested by Sheldon 
Steinbach that defaulting inptitutiohs should stay low keyed 
and wait until the federal government makes the first move. 
However • once the government does move» the colleges should 
be p];l||^red with workout agreements* but save their "big guns" 
(i.e. influential Congressmen) until last. This strategy 

will be described more fully in the next section. 

» ■ 

9 

Also* Keuka probably like many other colleges* has 
become fustrated* with the heavy tumov^er of employees servicing 
college loans. However*, this may have chan|?ed. That ia* it 
appears that the "cast of characters" is now set* at least for 
the next two years. 
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FinftJLlyi Keuka was not raquired to put up collateral and 
Aaerves for ita loans while other oollegss^ had to do this* 
It was nsntioned by Janet Jaokley that different oolleges had 
different loan agreemenfs* Thus, the terns of the loans 
depended I in part, on the individual set of oircunstanoes. 

V • - . 

C. MOUNT SCENARIO 

Our college experienced a number of deficite over the ^ 
past yearsi an^ we nave not teen able to service out debt* 
We have had annual deferments on our academic facilitiaa loans 
and some deferments on our HUD loans. With respect to academic 
facilities, we made an aereement which would make us current 
on our debt due in 1996. We do not expect to abi(fe by this 
agreement, but We had to agree to something in order to 
survive. Also, the government would not agree to stretch-out 
the loan period beyor^d 199^* With respect to HUD, we me.t with 
John Pisano in 1981 and we received^ a deferment in. writing . 
until the end «f 1982. ■ • ' 

Observation i« Agreements with government officials have been 
made, but none of them have included stretch-outs of the loan 
periods* I^erhaps the President of Mount Scensrio would have 
consider&d his agreement doable if strech-outs were included. 
A further discussion of streth-outs will be found in the next 
section. AlBOi we again see HUD putting only one year pgreeirient 
In writing. 
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D« «BAIUT COLLBOB 

|«t h«v« r«que8t«d defenentt on principal and interel^on 
our HUD loano for X979» I980; 1^81 and 19B2t and we havo -had 
a aorita of no anawera fron the govamMnt offioiaXa* Va 
onca i(ot a varbal OK for a Z year deferaent fro« John Fiaano, 
but nothing in writing. However, the longer I don't hear, 
the better I feel* The footnotea in oup annual report atate. 
that we have appr6val for the loan defenoente. 
ObB^rvationi Again we aee. a reluctance on the part of KUD 
to put nultiple year agreeisente in writing. In addition, 
there peraiate an inability among college administrators 
to obtain response? from the federal officials. 

E. SHAW COLLEGE 

We have been in default for a number of years* I suspect 
tt^at John Pisano did a \ot of things he should not have done* 

But I' think he was trying to be cooperative* 

0 . r . - 

Observation I John Pisano is ^one* How cooperative will the 
new "cast of characters** be? 
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II, WHAT THE FEDERAL OaVERNMENT 15 DOING AN n WHAT THE INSTI- 
TUTIONS SHOULD DQ i . " * 

This section was. obtained through a discussion among 
collegp administrators and repreaentatives of at-tending 
aeaooiations* The comments fire summariaed as followsi 
A« Proposed new federal activity on debt collection and 
the ftew federal image* 

Joe O'Neill deacribed the new federal plan for dealing 
with defaulting inetitutions. It included penalties for 
late paymente, rent receivership and selective forecloeure. 
\ In addition, it is possible that other federal mpniee would 
be withheld. 

* Sheldon Steinbach made the proup aware of the new 

Q 

federal ima^e. He said that we are in a whole new ball game. 
That i8,»we ehould throw out everything said before Jariuary, 
19?1. Ri#rht now the pressure is. on — the federal govern- 
ment is eerioue about debt collection. Burearcrats have 
sicned 2kB letters, and these are ready to be sent out to 
institutions in default. These letters will be asKing for a 
game plan. - o 

He alec mentioned that thi "cast of characters" is in 
place. Important membere include Mr. Fairly and Kr. B^antly* 
B. How to deal with the federal government. 

Sheldon Steinbach gave the^group, some helpful suggestiona. 
He said that first, do pot stick your head above the water. 
Let the federal government find you. Second, while you are 
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waiting^ begin to develop a workout aipreABent. BurearcratB 

are looking in terms of nultl^ple year agreements that maiee eenee 

Stretch-outa of t)ie loan terms ^Bight be considered.* However, 

there are problems with stre^hing out loans due increased 

costs (suoh as additional legal fees) and a l^gal limitation 

of 50 years* Also, when developing your plan, make sure there 

is some room left for negotiation. Third, the federal g^*jm-j 

ment would like to see some cash up fronts This will show 
« 

that you are in good faith* Realize that after your plan is 
approved, Vf you send in something less than the required amount 
the government probably will cash your checks Even a token 
an^ount will su^^est that your institution is committed to its 
plan. Fourth, hold your bli? guns'untll later. As long as 
neeotiations can be considered reasonable* do not call in your 
Conpresaman. However, It is the time to call him in when things 
become outrageous* 

Sheldon Stelnbach also stated that the government appears 
reasonably open to new ideas. Burearcrats have been looking 
at a college's entire financial picture. Thus, even If a 
workout agreement results In a . college becoming -^an entrepeneur 
and mailing a'Vofi't on a' HUD financed building, a coUege- 
wlde operating deficit will be considered. Therefore, It le 
unlikely that all profite from a building will be demanded by 
the government to repay delinquent loarie. Instead, compromlftes 
'probably will be worked out' to benefit both 4>artie8. 
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C. Innovative ways to deal with delinquent loans. 

Joe O'Neill suggested ssyeral Innovative Ideas which 
ahould be considered* For exanplev he mentioned tbat dormi- 
tories can be renovated and changed Into housing for ths 
elderly. However, he warned that It may be dlffloult for 
colleges to find alternative uses for facilities financed by 
state bonds. This Is because certain alternative uses can 
Slake bonds In some atstes lose their tax exempt statue. 
Therefore, It was sucftested that Institutions Instead consider 
flndln{? alternative uses for facilities financed by federal 
resources. 

Also, he mentioned the possibility that college^ eligible 
for Title III money use this eligibility as a lever for longer 
deferments* However, this idea was not well received by 
the collejreL administrators. They feared that Title III funds 
might be cut if the government began to link the Title III 
protrram with delinquent academic facilities and oolle^e 
housine loans* 

Last, Joe O'Neill Introduced the Idea of a five year mora- 
torium on debt collection to-the college administrators. This 
class action would be In re«ponse to Reagan' e supply-side 
* economics. Such a moratorium could be used to Increase the 
productivity of colleges miich the same m accelerated depre- 
ciation Is used to increase the productivity of industry. 
However. Robert Atwell etated that this class action would not 
•aah too *well , with the bureajcrat.. •ddltion, others 
queetiftned* where eui>ply-Bip/ aconomio. now'stbod with the 
Reagan peoj>le* , ( , 

1>. Auditor* apieBl 

. Sheldto Steinbaoh^*«med adminietr*tor. to b. careful 
if an auditor comes to their college representing another 
federal program. jAlthough he may be auditing * different 
college Hnit. the fact In that the government auditoro do . 
-talk to each other. Thua, if you are delinquent in your 
housing loans, you might get a student" aid review. Beware! 
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111. FUTURE ASSIGNMENTS FOR ASS OCIATIONS AND INPtVTPW^Si 

The futurt Asslgrments determintd at thli meeting include! 
A. Robert Atwell eaid that fir. Helady has ehown •n interest 
in helping oolleges in default. PerhepSt «oee not want 
to do down in history ae the one to blame for oloeing many 
small independent' oolleges. Robert Atwell will write a meao^ 
to Dr. Meledy suggesting activities to be carried out by 
government officials. These activities would be mutually 
beneficial to the government and to the defaulting inetitutions 
The memo will, follow this outline i 

1, Only 1< of college loans are in default — ' an excellent 
record* 

2, This is a bad tim> for accelerated debt collection, activity 
on the part of the federal government. Colleges are .being 
squeezed from all sides. In sddition to debt collection, 
they are responding to inflation, proposed cutbacks in stu- 
dent aid and a temporary decline in the number of 18 year 
olde. ^ ^ . > 

3, The workout agreements should consider stretch-outs of 
the loan terms and token cash payments. 

U. The federal government should foreswear against "capital 
punishment". That is, they should not go sfter certain 
pledged collateral such as endowment and certain buildings 
because it would mean sure desth to some colleges. 
- 5. The federal government actively should aid defaulting 
institutions by offering them technical assistsnce. 
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6# The federal government should not say to developing in- 
Btitutiona thit they cannot obtain tjieir Title III funds . 
until they become current with delinquent loans* - 
7. Each school is a different set of circumetanceg, and there- 
fore, solutions c*nrtot be iiainted with a broad brush. Govern-* 
went officials s^ould realise this wh^ they deal with' the 
defaulting inetitutions* * ^ 

B* Sheldon Steinbach will be available to counsel institutions 

thit have been called in' to meet with government officials' 

» • 

on an ad hoc basie* 
♦C. ^Joe O'Neill and iloberta Cable will do the following! 

1. Distribute thi^minutes of the February 22 meeting to 
presidents of institutions in default.' 

2. Develop a model plan to deal with delinquept loans. ' 

3. Research and circulate information on how the federal 
government has dealt with institutions In default. It would 
be beneficial for colleffe presidents to know what the federal 
eovemment is doing with other institutions when developing 

a strstegy. 

D. Joe 0*Neill will distribute information on the alternative 
. usee of space for collei^es and universities* 

Roberta J. "^Cable 
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Mf/Weiss/How would you compare the policy of the Department 
in the Housing Loan Program with the college student loah collec- 
tions. policy? 

* Dr. Elmendorf. Mr. Chairman, let me just give you a sense of* 
magnitude. The total amount owed the Government by students in 
the Guaranteed Student Loan Program and the National Direct 
Student Loan Program that is currently in default using that defi- 
nition is nearly as much as the total amount of hioney that has . 

• been loaned in the historv of both of these programs. The default 
rate is^ nearly two and a half times as great as the default rate in 
these programs. The effort to collect is a combined use of private 
sector debt coflectors along with the Federal Government collectors 
for the Department of Education residing in Atlanta, Chicago, and 

'San Francisco. " - . 

The Debt Collections Act of 1982, passed by Congress, gave the 
Government some tools it did not have before to collect these loans 
For example, we were prohibited from referring defaulted student 
loans to a credit bureau. We, in fact, could not do much with the 
Internal Revenue Service, We now think we have some tools and 
we take our responsibility, verv seriously and perhaps as 'a part of 
these hearings we might be able to recommend some additional col- 
lection tools that could prpvide better enforcement in this program 
asw^ll. , 

Mr, Weiss. You are not suggesting that because the total amount 
of the loans made by the Housing and Academic Facilities Loan 
Programs and the total amourit of them default, compared to 
the student loan programs, is much smaller and, therefore, there is 
no urgency in ferreting out fraud, waste, or abuse are you? 
^ Dr. Elmendorf. No, sir. It is a very different typc^ of a program. 
In one case you are going after individuals and in the second case 
you are going after institutions. There is a completely different set 
of mechanisms and collection tools available in one sector and not 
available in the other. The most serious problem we have in de- 
faulted student loans is finding the student. That i$ not a problem 
in this pi'ogram. • ^ / , • ^ ^ ^ . 

Mr, Weiss. Right. The reason I am asking the question is that 
you seem much morp understandtng of th^r defaults on the part of 
the institutions than you do en the pdrt of the*-Students. . , 

I can ^understand wAntinS^o go after the students who have 
made an obligation. That is the law. They ought to be held account- 
able to it. • 

I don't-und^stand why you dont take the same tough attitude 
as far as the institutions are concerned. 

Dr. Elmendorf. Well, let me tell yeu that there is a eorrtparable 
analogy between this situation with the student and an institution, 
in this regard. • ^ i> 

We will, not get— once we find the student— the full payment 
from, that studentbOnce we locate a student, we have to go through 
^ the same process of developing a workout agreement. This is the ^ 
same type of arrangement that we work out with the institutions. 
You have to find out how much they can pay. 

The key is to find them, first; then, second, get them in repay-r 
* ment; and, third, continue to assure ourselves that the payments 
are made. . 
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It is the same general collection strategy that is used by the pri-; 
vate sector, and is used ifor collecting defaulted student loans and is 
also used in collecting institutional loans. ' 

Mr. \Veiss. Are colleges required to forward loan documents to 
ttie 'Apderal Reserve Bank of Richmond so billing and collection ^ 
can bigin? ^ 

Dr. Et3Q|g^^RF; Ves, sir. 

Mr. Weiss. In 1978 Jamestown CJoUege in North Dakota received 
a $1.2 million college housing loan. There is, no record of this loan ^ 
at the Federal Reserve bank which maintains all baling and coUec- * 
tion records. i ' 

Do you know why? • 

Dr. Elmei^dorf. Dr. Kimberling can report on the status of 
Jamestown, please. , . 

Dr. KiMBERUNG. Mr. Chairman, when we received the program 
from HUi), we were very disturbed to find that HUD failed to com- 
plete the closeout of the loan by forwarding these documents to the 
Fedecal Reserve bank so that billing could be started. 

When* we attempted to forward the documents to the Federal Re- 
serve bank, Jamestown College was already in default, €Uid the 
Federal Reserve bank refused collection. Therefore, we had to set 
up a special billing account for that institution because of FRB's 
refusal to bill. '7 

Mr. Weiss. What has happened as a result? 

Dr. KiMBERUNG. What has happened is that we have recentlv 
completed a workout agreement which requires $5,000 per ihontn 
from May to December of this year. 

Jamestown has informed us that tliey are expecting a large be- 
quest from a private donor in December of this year and that by 
January 1985 they caii completely liquidate their delinquencies. 
We are ■ | 

Mr. Weiss. Between i9T8 and May 1984 they ipade no payments^ 
at all?. 

Dr. KiMBERUNG. Let me verify that, if I may, for ^ moment. 

No, thej^did remit $72,368 in March 1983. They iiave not made a 
payment since that time. 

My. Weiss. And they made no payments between 1978 and 1983? 

Dr. KiMBERUNG. As far as I can tell, no. If there is any discirep-' 
ancy in ^his, the answer is no. If there is, I will furnish' that for the 
record. - 

Mr. Weiss. Should that be necessary, the record will receive that 
answer at this point. > 

.[The material follows:] 

Jamestdwn College has made a total of $72,369.42 in payments between 1978 and 

1983, 

Mr. Weiss. I understand that the loan was already $133,000 in 
arrears before your Department discovered that FRB was not bill- 
ing Jamestown. * y 

Is that true? ^ . 

Dr. KiMBERLilNG. Before the file came over to us from HUD in 
the transfer of the pi^am, they were that far in arrears, yes, sir. 
They are current, by the way, on three issues, three other loan. 
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issues. This is an energy loan, and they are only in default on tKis 
one. - 

Mr. Weiiss. Have similar instances happened? ^ 

Dr. Ki^Abruno. I think as the Inspector General indicated our ^ 
program staff had identified in the jirocess of transfer of documents 
nrom HUD that there were approximately 27 institutions that had 
not had their billing and collection paperwork forwarded to the 
FRB. We have completed all of our action. We were in the process 
of coiQpleting action on this at the time of the Inspector General's 
review, so some of these pipeline projects that we did get frqm 
HUD, bearing in mind that we got them frort 53 separate field of« 
fices used'by HUD in administering the program, were not in 
proper shape, yes, sir. . ' 

Mr. Weiss, if I understand correctly then, according to the IG^s 
testimony, of 111 college housing loans closed between May 1981 
and February 1983— jiow that is all during the time that the pro- 
gram was under your jurisdiction; is that correct? • ^ . 
> Dr. KiMBERUNO. The closing of tjtie loans was. under our jurisdic- 
tion, yes. q. 

Mr. Weiss. Right, ^' • _ ' , • 

Of those 111 college housing loansl^twieieh those dateSr27 were 
not in^ pay status at the Federal Reserve bank. According to a 1983 
^specter General audit, 21 of the loan files were found within the 
Department of Education and had hot been sent to the Federal Re^ 
jsferve bank. Six of the loans were worth a total of $10 million and 
Vere already $230,000 past due. 

Is that true. Dr. Elmendorf or Dr. Kimberling? 

Dr. KiMBERUNG. Yes, at the time of tne IG audit. 

The chronology is iniportant here, Mr. Chairman. 
' The program was ofncially transferred in May of 1980 with the 
Qreation of the Department. Under an interagency agreement HUD 
continue to adhilnister the program through the end of that fiscal 
year. Under a subsequent second agreement between HUD and the 
new Department, from September of 1980 to April 24, 1981, HUD 
continued to have administrative control of the entire jprogram. 
Through the remainder of fiscal year 1981, HUD made the new 
loan originations, but in May of 1981— and you correctly quoted 
that date^we did assume responsibility for, previous loan reserva- 
tions made by HUD. As we began to systematically go through all 
of these projects, we discovered that jsome of the paperwork had 
not been properly transferred to the Federal Reserve bank. 

We have taken two .corrective actions. With respect to the 21 
loans 18 of them are currently with the Federal Reserve bank in 
proper pay status. Two of the projects were listed iii error One of 
the projects has not been completed and, thus> the total loan has 
not been disbursed. ^ > 

With respect to the Six files that could not be located, those files 
have been reconstructed, and they are all in current pay status. 

That covers the 27 in question/ 

-Mr. Weiss. Right. 

Six more of the loan files could not bid located at all, and you 
have had to reconstruct those files; is that right? 

Dr. KiMpERUNO. Yes, sir; we have now reconstructed them. They 
are in the FRB. We have shortened the pii>eline, by the way. The 
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documents used to go through the finance office. They now go 
straight from our program office to the FRB, cutting out an extra 
layer of bureaucracy lhat we feel might have contributed to this 
kind of problem^ , 

Mr. Weiss. you assure ftiiKoday that no loan, no additional 
loan documents are missing and that t]>e Federal Reserve bank has 
complete records on all loans? 

Dr. KfMBERUNO. I can assure yoii that the Federal Reserve- bank, 
witkthe exception of Jaipesto^, as t previously indicated, h^ all 
loana)that have been closed. 

I (N^nnot assure you that no loan documents are missing because 
w€i are still in the process of verifying J;he many files we received 
from HUQ and rebuilding some of them.. 

Mr; Weiss. So, you. are telling us that there may be loans out 
there that the FRB has no record of and that are not being paid. Is 
that correct? 

Dr. KiMBERUNG. With the exception of Jamestown, no, ^ir. 

Mr. Wbiss. After inheriting the College Housing Loan Program 
from HUD, did Departmen/T of Education officials order that all, 
loan files in current status be purged of all records except loan 
agreements and trust indentures? 

Dr.«/KiMBERUNa. I am sony, "IVIr. Chairman, could you repeat 
that question. 

Mr. IVeiss. After inheriting the College Housing Loan Program- 
from HUD, diJ Department of Education officials order that all 
loan files -in current status— that is, paid up— be purged of all 
records except loan agreements and trust indentures? 

Dr. KiMBERUNG. Not to my knowledge. 

Mr. Weiss. Do all of you at the witness table have that same im- 
pression—you have no recollection at all? . 

Dr. KiMBERUNG. Mr. Chairman, I brieve Dr. Brantley can re- 
spond. 

Mr. Weiss. Dr. Brantley, please. ' 

Dr. Brantley. Mr. Chairman, what happened was this. When we 
received the records frpm HUD, they came to us from 54 different 
offices. They came to us in boxes, and so we had boxes all over the 
corridor. 

What our stafl* did was that they went through these boxes, took 
out the pertinent important documents and filed them. 

Where there were papers that we did not need, thfey were' 
purged. We did not throw aWay any documents, that we needed for 
our files* V 

JSo, that is what they might be referring to if they are talking 
about the purging. , \. . * 

Wef did go through and purge those boxes because many of the 
• papers in there weif^e not needed for our work. ' 

Mr. Weiss. I assume, agi^in, that jthat did not happen just at the 
^him of employees who were about to file away those boxes. 

Dr. Brantley. No, no. That was done under the direction of the 
people in charge of the program. j 

Mr. Wfiiss. Right. And those people in ^charge of the program 
. made a determination and gave an order that all loan files that 
were paid up, that were in current status be purged, that is, have 



removed from them all records except loan agreements and trust 
indentures. 
Is that cprriect? ' ^ 

* Dr. Brantley. Mr. Chairman, at the time that we were filing our 
. records, we did not know those institutions that had paid up. We 
did not have that knowledge. , ; 

Mr. Weiss. I have a report from the Office of Management and 
Budget from 1982. On page 18, referring to loan iT^|inagement 
branch files, they say the following: 

Boxes of filee were stacked along three halls of the third-floor corridor creating a 
fire hazard and much antagoiflsm. With no cabinets to put thet files in and no space 
. in which to store the boxes, a decision was made to purge the files of nondelinquent 
' borrowers* keeping only the loan agreements and trust indentures. The Hies of de- 
faulted borrowers were kept in their entirety. This may well cause future leg^l diffi- 
culties. Current nondelinquent borrowers could go Into default at any time, Pro- 
. gramrnaticajly. there vhll oe little historical record of the/relationship with the in- 
stitution. Legally documents may be requested if a case is brought to court. Most of 
these documents* including all correspondence, no longer exist. 

That mPftnH that nil mpmnrn i arlQ^ PnrrftftpnpHnnnn fy^t^ jj^ r^M , 

ments are no longer in those files; right? • 

Mr. CoNANAN. Mr. Chairman, I would like to respond to that for 
a second. . *: 

In any of thepe enforcement actions, by the way, or in any litiga- 
tion the key documents are the trust indenture instruments and 
the loan agreements. lifc is not necessary to really have all corre- 
spondence between the institution and the Department of Educa- 
tion in the event that an institution has missed payment on its 
loan amount, on its loan. 

Mr. Weiss. Mr. Conanan, what is^your title? 

Mr. Conanan. I am an attorney with the Office of General Coun- 
sel. 

Mr. Weiss. Then the Office of Management and iBudgdf is incor- 
rect in their characterization which I just read? 

Mr. Conanan. Well, I think they are speculating to a certain 
extent, and it is speculation based on not much evidence. I believe 
that in ifiost cas«9B when you sue or when you seek to recover pay- 
ments under a loan, the critical document that you have to file in 
Cburt is the loan agreement dnd the trust indenture instrument. 

Mr. Weiss. How abcnit correspondence which relates to defer- 
ments or insistence thdff payments " 

Mr. Conanan. Wen, in this case, as I understand it, the docu- 
ments, if they were purged or destroyed, were documents that <)nly 
concerned nondelinquent borrowers, so there would not have been 
„ _,e,nv correspondence of that hature at^ftU. 

Mr. Weiss. Supposing in fact they were current at tHe time but 
that there had been prior defaults or deferments? 

Mr. Conanan. Again, it ii mere spe^:;ulation to believe that those 
documents might be critical. They may be critical to sOme defense, 
but I don't know what exactly an institution would defend or have . 
grounds to defend on. 

Mr. Weiss. So, the Office of Management and Budget doesn't 
know what they are talking about? 

\ Mr. Conanan. I am hot suggesting that. I believe it is specula- 
tion, however, to say cases may be prejudiced because certain cor- 
respondence is missing from a file. 
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I kpow for a facti H^Qwever, that the key critical documents are' 
the trust indenture instrument or the loan agreements. 

Mr. Weiss. In the event /that tne Department must take legal 
action against -them, none of the onier information would be essen- 
tial or helpful, is that right? 

Mr. CoNANAN. I think we would be speculating again because it 
is difficult to figure out what defenses or what grounds an institu- 
tion may contest or have some legal defense on. 

By the way, I think with respect to institutions that have been 
involved in this program t^e Department has never lost any legal 
case, to our knowledge. ' 

Mr. Weiss. Again, just to summarize, obviously, the Department 
of Education and the Office of Management and Budget have an 
entirely different view because 0MB believes, shown in the section 
that I rd^d, that the Department may have eliminated substairtial 
protection to the Government. 

You disagree with that? 

Dr. EuMENDORF. Mr. Chairman, I refer in my testimony to an in- 
ternal memorandum that ^e had written by the Deputy Assistant 
Secretary for Institutional Support on June 30, 1981, where they 
outlined or described the program at that time and the condition of 
the files. 

Although it makes no reference to specific key documents as part 
of the Status report, this is inserted: 

Key documents and entire parts of files are missing. There is duplicatidn, even 
triplication of certain files, within files making it impossible in some cas^ to deter- 
mine the current status of the project. These documents should have been in safe 
keeping, and they have been loose in flleis ^mong large amounts of e|ctraneous corre- 
spondence. . . ' I . • 

Without trying to do hindsight, that may have been a reason :fo 
purge unnecessary documents fi^om Ihe files, but I do know one [of 
the major things that the then-Assistant Secretary did was to put 
in a significant purcli^fee order to try to get file storage space in 
order to giet those files out of the hall and into files where they 
could be monitored and update on a regular basis. That was done, 
Mr. Chairman. 

Mr. Weiss. Well, it seems to me that it is one thing to suggest 
that duplicate materials he removed from files, or triplicate materi- 
^als, but that^it is quffte another to direct that all materials except 
the loan agreement^ and the trust documents be removed. 

Let me at this point ask if Mr. Walker has any questions: 
' Mr. Walker. Mr. Chairman, l^t me begin by asking a couple of 
questions about the perspective here in which we deal with the. pro^ 
gram. v 

As I understand it, there have been over 3,000 loans made, ac- 
cording to your testimony, in the life of the program. Am I correct 
from this statement here that only 87 of tnese have been made 
since* the Department of Education «took over the program? 

Dr. Elmendorf. Yes; sir. ^ 

Mr. Walker. Are lany of those 87 in default?'^ 

Dr. Elmendorf. Not a one. 

Mr. Walker. "So, all the defaults occurred during the period of 
time that HUD managed the program; is that correct? 
Dr. Elmendorf. Yes, sir. t 

.\ 
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Mr. Walker. Am I correct that during a period of time in the 4 
years prior to the takeover of the program by HUD, in a period of 
1977 to 1980, that the default rate went up substantially? That that 
was a period of time where we showed a rather enormous increase 
in default rates? ' . 

Dr. Elmendorf. If you don't mind, Mr. Walker, I will have Dr. 
Kimberling answer that question. 

Dr. KiKiBERUNG. Mr. Walker, there is a difference between the 
total d^unt of money delinquent and the default rate, which is 
the total amount in default over the total amount loaned out. 

The default rate climbed but not as steeply* However,( thef total 
amount delinquent climbed quite steeply during that timerperiod. 

Mr. Walker. So, in other words, some of the institutions that 
were already in default simply were in-4efa ult foi moie money 
during that period of time? 

Dr. Kimberung. Absolutely. % 

Mr. Walker. As I understand it,*the default rate went in the one 
progranl from about $11 million up to $22 million for about a 200- 
percent increase? 

Dr.. Kimberung. Yes, sir. ' 

Mr. Walker. And in another progrsun we had about a 350-per- 
cent increase in the default rate during that period of time? 

Dr. Kimberung. We had a 340-percent increase in academic fa- 
cilities from''$2.5 to, $8.5 million. 

Mr. Walker. What has been the default rate in the period 1983- 
84? 

Dr. Kimberung. The current amount of monev delinquent in the 
? academic facilities is $10.5 million; in college housing it is $25.5 
' million. The current default ampunts include the total amount in 
default, both payment and principal. For example^ if I billed you 
tomorrow for everything you owed me, if you missed sTtbO pay- 
ment on your credit card and you owed $1,000 in balance, it is 
$1,000 that would be considered ^in default. We treat it just as 
«bai^ and the private sector does. 
Mr. Walker. Sure. 

Dr. Kimberung. Using those figures, we have a default rate in^" 
college housing of 3.81 percent. In academic facilities it is 9.28 per- 
cent—for an overall rate of 4.43 percent. 

Mr. Walker,. Well, what I am trying to get is a comparison be- 
tween .where we are today and where we were in that 1977 to 1980 
time period. At that time we saw the delinquency rate or the de- 
fault rate go up by 204 percent during that period of time. Now, 
where are we in this period of time that would be a number that 
would be equal to that 204 percent? 

Dr. Kimberung. Then I will go back to my previous numliers. 

We have numbers in 1980, 1982, and 1983. In college housing it 
was $22.2 million in 1980; $24 million in 1982; and $25.5 million in 
1983. 

One of the key factors here is that until a closed institution is 
completely settled out, we continue to accrue delinquencies in 
those institutions. When you take the institutions which have 
closed and you subtract that amouht from the current delinquen- 
cies, the number goes down to $20.1, so there is a slight decrease. ' 
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. Mr. Walker. Well, I just want to put this into Borne kind of per- 
spective. 

In other words, since the Department of Education took over the 
program, we have gone from a 204-percent default rate down to a 
IS^percent default rate? 

J)r. KiMBERUNG. No, the default rate climb has been lowered to 
the 15-percent climb. ( 

Mr. Walker. OK. The climb in it has been lowered to 15 per- 
cent? • 

Dr. KiMBERUNG. Right, It was going up*like that [indicating], and 
now it is going up a little bit closer to flat. 

Mr. Walker. Ahd my figure of 204 percent is really^ climbing 
rate figure, too^ . ^^--^'^^"^ 

Dr. KiMBERUNG. Yes, sir 

Mr. Walker [continuing]. So the comparison between those two 
is that in fact whatever management practice you put into place, 
be it perfect or imperfect, has not settled the problem at this point 
but has ( Substantially ameliorated the problem of the climbing d^ 
fault jfaifes; is that an accurate representation of what has gone on?' 

Dr. KiMBERUNG. I think that is accurate. 

Mr. Walker. What percentage* of the institutions that y^e are 
talking about are essentially minority-based institutions? 

Dr. KiMBERUNG. Well, of the 67 institutions currently in default, 
8 of them are historically black college ahd universities. Of thode 
• eight, one is closed; seven are in current work-out status. 

Mr. Walker. I noticed also that' there were some women's col- 
leges on the list, too. 

Ur. KiMBERUNG. Tliere was a Colorado women's college, iiow ab- 
sorbed by the University of Denver, yes, sir. 

Mr. Walker. Wljat percentctge of them are community-based col- 
leges? 

Dr. KiMBERUNG. Mr. Walker, I don't have that information and 
would have to furnish that for the record. 

Mr. Weiss. Without objection,* the record will remain open to re- 
ceive that answer at this point in the record. 

[The material follows:] \ 

Ck>inmurtity-b€ised colleges represent ^98% of the total number of defaulted , insti- 
tutions. They are Alpena Tollege, Alpena, Michigan; Southeast Community Col- 
lege— Fairbury, Fairbury, Nebraska. \ 

' Mr. Walker. Are a number of\ th^ colleges relatively new col- 
leges? ^ ^ 

Dr. KiMBERUNG. It is a mixed, bag. Seine are relatively new; 
some have undergone a transformsition. They hadl)een sold to ii0W 
owners or are operating under new management. 

Again, I would have to go back an^d get those figures. 

Mr. Weiss. Again, the record, without objection, will remain open 
to receive that answer. 

[The material follows:] • , 

Three of the college presently in default are relatively new. 

Mr. Walker. Among the 67 collegesi is there any distinguishing 
characteristic other than the fafct thatUhey are having a tough fi- 
nancial situation, evidently? But is there some characteristic of 
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them that would give us some reason to be able to know whether 
there is a likeHhood of default or not? 

Dr.*KiMBERUNG. Yes, sir; typically these are small private 4-year 
liberal arts colleges serving predominately rural populations with 
enrollments hovering around 500 or less. These are precisely the 
kinds of institutions that have been targeted in nationwide reports 
since the .1970'6 as extremely vulnerable to the decline in the num- 
bers of 18 to 22 year olds as a result of the baby boom generation, 
growing up. ^ ^ 

Mr Walker. So, we are in the case of this program then talking 
about a program which served some of the more vulnerable of our 
higher institutions 

Dr. KiMBERUNG. Yes, sir. It is important to note that in the early 
days of the Housing Program, the general purpose of the statute 
from 1^50 to 1973 was to help accelerate construction for all of 
higher education. There was not a requirement of housing shortage 
at that time, so dormitories were being built by HUD all over the 
country. Only in 1977 when the law was renewed was the structure 
of the program changed so that the construction activities were tar- 
geted on institutions with severe housing shortages. 

Mr. Walker. The GAO criticized HUD in 1980 and 1981 for care- 
less procedures in verifying student enrollment and housing short- 
. ages before making awards. 

What steps have you taken to correct those problems? 

Dr. KiMBERLiNG. We have taken several steps, Mr. Walker. In 
fact, one of the key things that we focused on when the program 
• first came over was the GAO criticism of HUD. They largely were 
criticisms of what I call the "front-end management/' the making 
of the loans, making sure that the loans required need assessment, 
that enrollement numbers were verified, et cetera. 

We took two actions. We revised and published new regulations 
in May 4982. As an example, for the first time we required, we 
made sure that an institution in default under the College Housing 
Program or the Academic Facilities Program, could not borrow 
again. Strange as it may seem, that requirement had never been in 
the HUD regulations. 

We aSiso tightened up our application form. We tightened up our 
verification procedures. We feel that the letter from the GAO in 
1982 indicating their satisfaction with the progress we made in ad- 
dressing the^ findings of 1980 and 1981 showed that we had, in fact, 
made progress on that front end. 

From l!^82Uo the present, our efforts, in conjunction with the 
help that we have been given by bur IG, have focused on the back 
end or loan collection phase. [ • 

Mr, Walker. U soundg to me as thoughi as part of this investiga- 
tion that we needto have another hearingi where we get the Carter 
administration ofijcials in here, who ranl;his program in the 1977 
to 1980 time period, to come in and tell us why all these problems 
developed. L 

Why hasn't the Department collected the audit collection fees 
still held by HUD, especially since this problem was identified in 
the Inspector General « report? ; ' 

Dr. KIMBERLING. Wei|, Mr. Walker, our Office of the Comptroller 
has been in touch a nu^iber of times with the financial people at 

■- , .v.., • ■ 
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HUD. Apparently when they collected these revenues, they com- 
mingled it into a general purpose fund, so it has been a difficult 
atidft process for thefti. We certainly would like to see a terminus 
point to it, but it has been sdmewhat difficult for them to go 
through 10, 12 vears of back records and break out income generat- 
ed "from the field expenses collections and separately break out the 
expenditures under these funds. 

I am assured by our Comptroller that HUD has now come forth 
with their accounting of the funds avaiijiable and the transfer is ex- 
pected to take place shortly. 

We^ welcome this. It has been a lonifi; time coming— too long, we 
feel,' but it has been a tedious accounting process for the HUD offi- 
^ cials. / o 

Mr. Walker. I understand that earlier while I Was at the Repub- 
lican Conference that the chairman did ask you some questions 
about the foreclosure situation, but why don't you consider, foreclo- 
sure action njore frequently? / 

Dr. KiMQERUNG. Well, we have foreclosed in instances where col- 
leges have themselves closed down. / ' 

With respect to other colleges, this is our measure of last resort, 
and before we get to foreclosure, we would like to do what we have 
done—work in cooperation with our IG, get a more detailed audit, 
tiirn the screw a little bit tighteif, if you will. This is exactly the 
same as a bank would do if you l^ad miss^ a few payments on the 
mojftgage. They are not going to come in and immediately take 
your house away. / 

why? It is an expensive optidn. There is no guarantee that the 
taxpayers will get their money pack if we foreclose. I can cite you 
the example of Windhajm Collegia which was essen^tially a white ele- 
phant on our hands. Jt took us a long time to sell that. If nobody 
bids higher^than the Depa'rtment of Education at a sheriffs for^lo- 
sure sale, then \ve are stuck with the property and All the liabil- 
ities, all the costs of maintaining the property, and in this case we 
had spent approxiYnately $1501000 just to keep security and mainte- 
nance fbr the college. The buUding ultimately sold under our inter- 
agency^agreement with GSA for property disposal for $400,000. ; 

So, foreclosure has the risW of shutting down a college or univer- ^ 
sity providing education in the local comriiunity. We would have to 
look at the percent in delinquent status versus the total amount 
owed, and in most cases if w^ can work with a College or university 
. a]^ tighten the screw bit by [bit to get that money flowing back in, 
it is better to have our full investment repaid than to run a heavy 
risk with referral to the Department of' Justice and administrative 
expenses. That is a gamble in terms of return to the taxpayer. 

Mr. Walker. In testimony that you all presented here today, vbu 
said that there is another legal remedy that might be available — 
rent receivership. * . 
Why not Consider that one? 

Dr. KiMBERLiNG. Mr. Walker, V had indicated ,to the chairman 
that we are considering rent receivership an a couple of instances 
where the IG's office has completed its audita. 

Rent receivership also does not guarai)tee that the Government 
is going to get any more money than we are getting right now. 
Rent receivership involves jplacing management, say, of a dormito* 
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ry in the hands of a third party, a bank» a 0PA> some other outside 
official. That party acts as the landlord, collecting the rents and 
raking ofT a management fee jpn top of that. It is not clear in most 
cases that after they deduct their management fees and after we. go 
through the tedium of dealing with the third party that we are 
going to get anv more money than we are gojing to get if we tighten 
that screw bit by bit and pin the institution to a:more severe work- 
out agreement. 

Mr. Wauckr. Thank you, Mr. Chairman. 

Mr. Wbiss. Thank you very much, Mr. Walker* 

Let me iust say by way of comment that our thrust here has not 
been to cha;*acterize all the schools as having created problems. 
Indeed, I have repeatedly |aid and framed my questions to indicate 
that most of the schools h|ve in fact maintained their obligations. 

The remarkable thing tQ me is that such a large percentage have 
maintained those obligations, given the mismanagement that has 
occurred from the very inception of this program. 

I hold no brief for mismanagement tnat occurred under D^o- 
cratic administrations any more than I hold brief for mismanage^ 
ment under Bppublican administrations. This program goes back to 
the . Trumaii administration. It has b^n mismanaged under 
TruQian, Eisenhower, Kennedy, Johnson, Nixon, Ford, Carter^ and 
Reagan. I think this has been a sorry example of a bureaucracy^ 
which has forgotten, if it ever knew, what its responsibilities were. 

I don't want to sit here to excuse anybody^s role in this thing. I 
think there is lots of blame to go around. What we are trying to do 
is to make sure that it doesn't continue. That is really what this 
hearing is all about, 

Mr. Walker. If the gentleman will yield, let me say that the gen- 
tleman is absolutely right. I think there are a number of problems 
that go over a long history of the program, and I think that it is 
Iftiportant to deal with the program in that light. 

I would say, though, that the officials that we have brought 
before us today seem to have at least stemmed the flood to some 
extent and that there is a reason to take a look at the 1977 to 1980 
time period when the default rates shot up so dramaticallv. 

I mean, there was a tremendous, dramatic increase in the default 
rate that took place during |Jftat period of time 

Mr. Weiss. If the gentlenian will allow me, I was not the Chair of 
this shbcommittee during that time. I am now. I think, as I say, 
there was a Jot of mismanagement from the word ''go.'' 

It just amazes me that when we hear all the rhetoric about fraud 
and abuse and waste in the Federal bureauA*acy, when you have a 
situation that just about jumps up and bites you in the neck— and I 
am using the ' you" generally, not you specifically, Mr. Walker. V 

In fact, there seems, at least on the part of the bureaucracy, an 
inclination to say "not us: there is no waste or abuse here.'' 

Mr. Walker. Well, i^ne^ gentleman will yield again, once again 
I^jEigree thoroughly that anywhere that you iiave waste, fraud, and 
abuse that we ought to be ferreting it out, but I think that we also i 
have to lend a note of perspective, that that appears Ur be what is [ 
happening right now in the Departmeht of Education, that l^he de» 
litiquency rate has dropped from a 204^percent rate between 1977 
and 1980 to a 15-percent rate at the present time. 
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While the rate of growth is still there, it is a dramatically lower 
rate of growth, and I think it does symbolize that at least an at* 
tempt is being made. It ought to be redoubled. If these hearings 
serve the jpurpose of making certain that the Department of Educa- 
tion knows that this subcommittee is inter^ted in a redoubling of 
those efforts, it would have served a very, very good purpose, and 
the chairman is to be congratulated for making certain that that 
kind of emphasis is there. 

But the perspective is certainly rteeded. 

Mr. Weiss. I thaijlc the gentleman. 

Dr. Elmendorf, I assume that the Department considers it impor- 
tant to regularly inspect' buildings fmanced with Federal loan pro- 
ceeds. Is that your position? • ' 

Dr. Elmendorf. As resources permit, yes, sir. We try to do that 
through an agreement with HHS right now on architectural and 
engineering reports for new construction projects. 

Mr. Weiss. I take it then that the Department knows the condi- 
. tion of all of the buildings flnanced under the programs? 

'^Dr. Elmendorf. No, there is no way to know that, except 
through what might be noted in an audit report submitted every 
other, year as a probtem on a particular campus. That would be (fee 
way to do it, through a process "that institutions now already go 
through, whid^is the independent audit required for colleges to 
continue to receiVaJtitlelV student financial aid funds. 

Mr. Weiss.* How' does the Department know for a fact that the 
buildings flnanced by loans still outstanding no matter when they 
were gra^ited— these are 30-, 40-year loans — are being used for edu- 
cational purposes? 

Dr. Elmendorf. We hAve no way at this time. We have taken 
some steps to place moni^rs in each of our 10 regional offlces to 
review each of the higher^education programs, not just these pro- 
^ gfams, but title III and otne» programis as Well. 

This had not been done before. It had been recommended by sev- 
eral GAO reports. We took the initiative to, not only reorganize the 
higher education programs but to put regional on-site monitors in 
the offices who could go out with program review teams when they 
look at campuses', financial aid files to also look at other programs 
on that campus. 

We are beginning that program now and will begin it full time in 
vthe fall. We would hope that some of the revenues that will come 
Wk from HUD might be used to strengthen the onsite review 



Mr. Weiss. I understand that the Department had no inspection 
at all for the first 15 months after the program was transferred 
from HUD to DOEd; is that correct? 

Dr. Elmendorf. I would have to ask Dr. Kimberling to answer 
that. " 
Mr. Weiss. Dr. Kimberlihg? 

Dr. Kimberling. There had been an agreement that lapsed. The 
inspection occurs with respect to new construction. We do now 
have an agreement with HHS for ROFEC engineers th^t is fully in 
place. 

There was a gap in that, yes, sir. 
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Mr. Weiss. Were the buildings constructed during that time in- 
spected by Federal engineers at all? 

Dr. KiMBERUNG. I'don't believe so. 
. Mr. Weiss. The fact is that they were not; is that right? 

The Department of Education relied on local architects and engi- 
neers hired by the school to inspect the buildings; isn't that right? 

Dr. KiMBERUNG. I believe so. 

Mr. Weiss. How many buildings were constructed without Feder- 
al engineering inspections? 

Dr. KiMBERUNG. I would have to get that number and furnish it 
for the record, sir. ... 

Mr. Weiss. Without objection, that answei- will be inserted into 
the record at this point. 

[The material follows:] 

The Department of Education became responBible for the College Housing Loan 
Pi^am in 1980. From 1980-83, 63' buildings have been approved for construction. 

Nine ot the 19 buildings \rhich were approved for construction in 1980 have been 
closed without Federal inspection. The Department did not obtain engineering serv- 
1C08 until ll^o^. 

There remains 54 additional buildings to be closed; all of these buildings will re- 
ceive Federal inspection. -- r = 

Mr. Weiss. Would more site inspections better protect the. Gov- 
ernment's interest in these loans? 

Dr; KiMBERUNG. Yes, sir; that is why we do have this agreement 
in place with ROFEC engineers, and we won't close out a project 
without their signoff. 

We feel it is a very important service. 

Mr. Weiss. I understand. Dr. Elmendorf, that your Department, 
oefore it* collected audit and inspection fees from borrow- 
ers. These fees are then used to pay for site visits by Dwartm^nt 
officials to the schools for the purposes of inspecting the builcUhgs 
and the finances of the colleges. 

Is that correct? 

Dr. EiMENDORF. I missed the first part of your question, Mr. 
Chairman. 

Mr. Weiss. I understand that your Department and HUD before 
It collects audit and inspection fees from borrowers. "Those fees are 
used to 5ay for site visits by Department officials to the schools for 
the purpose of inspection of the buildings and the finances of the 
colleges? 

Dr Elmendorf. Yes, that is the procedure. 

Mr. W«iss. Did 0MB order that the fees held by HUb be trans- 
ferred to the Department of Education? " ' . 
ttJ?^: Elmendorf. Yes, there was a final determination by 0MB to 
HUD on that. ' 

Mr. Wei^. When was the order given to HUD? " . 

Dr Elmendorf. I would have to ask Dr. Kimberling to give the 
•chronology on that. 

Mr Weiss. Dr. Kimberling, when was that ordered by 0MB? 

Dr. KiMBERUNG. That determination order was dated in 1980 
when the program was officially transferred 

Mr Weiss. 1980. , , 

When did the transfer take place? 

Dr. Kimberling. It has not taken place. » 



240 



Mr. Weiss. Now it is 1984. 

Have you aggressively tried to Obtain those fees? 

Dr. KiMBERUNG. We have had, as I indicated earlier, several con- 
tacts with HUD at the level of our Comptroller. Tlie HUD account 
that the funds had been placed in was a commingled account, and 
they were not able to identify all of the deposits into that account 
that had b^en made over a 10-year period from 1970 to 1980 with- 
out going through a d e tail e d audit of their own oecount : -■ — 

They have subsequently completed that. 

We have been after them for the last couple of years, since I 
have been in Postsecondary Education. It has thken them some 
time to reconstruct all of those accounts, and they IW^^e now done 
so. We expect the transfer to take place shortly. 

In the meantime, we have been collecting the fee on our own 
loans. The field inspection fee account has a balance of $52,000, 
and we have been able to fund our own site visits and inspections 
from the fees that we have collected. ^ 

Mr. Wedbs. You notified the Inspector General in September 
1983, Dr. Elmendorf, that the Department was vigorously pursuing 
the transfer of the audit inspection fees. 

What have you done to implement the transfer? 

Dr. Elmendorf. The matter of the transfer is being handled at a 
level in the Department '\frhere financial accounts are managed. 
The Comptroller's Office is negotiating with HUD for the Pepart- 
ment of Education. 

i think Dr. Kimberling can explain the efforts on our behalf. We 
did not go into HUDtfind try to reconstruct their records for them. 
We did not, in fact, know how to sort out the commingled accounts 
for them. We placed what pressure we could on them to do that at 
the earliest possible time. It will result in an amount of money 
coming to the Department that will be used for betteij monitoring 
and enforcement. That is where we would use it. 

Mr. Weiss. I don't know about useful; what I am asking is what 
steps did you guys take to vigorously pursue the transfer of those 
moneys? ^ ' 

Dr. Elmendorf. I would have to ask Mr. Stack who is a repre- 
sentative of the Comptroller's Office to come forwards He is pre- 
pared to respond to that question. 

Mr. Weiss. Mr. Stack. 

Before you testify, do you swear or affirm that the testimony 
that you are about to give will be the truth, the whole truth, and 
nothing but the truth? I 

Mr. Stack. I do. ' 

Your question, sir? 
\ Mf . Weiss. What steps 

Mr. Stack [continuing]. Is as to what steps have been done 

\Mr. Weiss [continuing]. To try to get that transfer completed. 

Mr. Stack. We helve corresponded several times and met several 
tiirite with HUD'S Office of Budget. 

The commingled funds, in order to get at the records, we had to 
have HUD go down to the Federal Records Center and go through 
boxes,\igain, down there- They found no evidence that was very 
helpful ,\so it was decided that what we would do is that we would 
try to compute the amount of money that was most likely deposited 
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in that fund and the amount of money that was most l|kely ex- 
'pended. 

We have assurances from Che staft level at HUD that a memo- 
randum for their Office of Budget Director has been prepared and 
is ready for his signoff whereby thosfe fOnds would be transferred to 
the Department. 

Mt. Weiss. Couldn't you in 4 vears time have communicated with 
the colleges and universities, which in fact made these pajmients to 
begin ^th to reconstruct the amount? 

Mr. Stack. No, that would not have been possible because they 
were all Federal expenditures, sir. ^ <^ 
• The historical background, if I may » 

Mr. WEi8s;The fees are paid by the colleges. 

Mr. Stack. Yes, the fees are paid by the colleges, and then one- 
eighth of 1 percent is placed into a fund. 

^ It was about 2 years ago, when reviewing the administrative re- 
auiremenl;s of this program, we found that such a fund existed. We 
did not know that when the program was transferred to the De- 
partment. It was through a consultant who found this information 
that we asked HUD if such a thing existed. 

Mr* Weiss. When did you make that disccyery? 

Mr. Stack. It was about 2 years ago. 

In other words, we^didn't know about it when the Department 
was established or when the program was sent from HUD to the 
Department of Education, and HUD did not tell^iis and it was only 
through our review of the legislative authorities and regulations 
that we found such a regulation where an eighth of 1 percent could 
be taken. 

When we found that regulation, we asked HUD, ''Did ybu in fact 
do that?'' They^id, "Yes." We then asked for the money. They 
said, "Let's see what the records show." 

The records showed that it had gone into a rather large general* 
purpose fund and then we asked them to get us the specific 
records. They went down to New Orleans and went through 
records and found no evidence that would support the precise 
amount of money. 

Based on that, we had to develop a methodology to compute the 
amount of money that wad duetto the Department, ana that is 
what has taken so long— records centers not knowing and that sort 
of thing. ^ 

Mr. Weiss. In the meantime, no inspections were taking place? 

Dr., Kimb£;rung. No, Mr. Chairman, inspections were taking 
place under— ^ 

Mr. Weiss. No inspections were taking place by HUD, ceirtainly, 
before they transferred to you; isn't that correct? a. 

Dr. KiMBERUNG. There were no inspections madeJpr HUD after 
the transfer. ■ 

The information we have been given is that thdre were inspec- 
tions through the 1970's by HUD using those funds. 

Mr. Weiss. According to your Inspector General, there may be as 
much as $4.9^million in fees owed to the Education Dejpartment. 

Do you have any reason to disagree with that? ^ 

Mr. Stack. Yes, we dd^ The range, I think, was between $1.6 mil-, 
lion and $4 million. That was a gue^itnate made by the Inspector 



General. It is our estimate right now, working with Ihe HUD staft 
that it will be slightly less than a millipn doUarsA 

Mr. Weiss'. Grieat management. ^ <• \ , • j 

Mississippi Industrial Coljege is one of the schofias that revival 
its loan proceeds before construction was complfetM on its- build- 
ings. According to yo\ir Department's files, Mississippi Iridustnal 
College received a qollege housing loan and an academic facilities 
loan for a total ofa little more than $1 million. \ 
• Is it Department policy to .wait until the buildings ai^ completed 
before issuing final payments to borrowers? \ n 

Dr. KiMBERUNG. No, Mr. Chairman, final paymertt usually 
occurs after a building is 80 percent complete. ' \ 

Mr. Weiss. Do you see any danger in disbursing all the lom pro- 
ceeds before the buildings are completed? \ 

Dr. KiMBERLiNG. We have not experienced any danger with any 
of the loans that were originated by our Department. - ■ \ 

Mr Weiss. You think that because it is now your Department 
rather than HUD that the 80-percent rule works better under Vou 
than it worked under them?- ' ' \ 

Dr. KiMBERUNG. I am not certain if HUD had the 80-perceM 

rule, sir. . » " i , -i ^ n \ 

Mr. Weiss. On December 12, 1980, Mississippi Industrial College' 

lost its accreditation; is that correct? *' 
Dr. KiMBEBLiNG. To the best of riiy knowledge, yes, sir. . 
Mr. Weiss. When. a school loses it accreditation, is it still eligible 

for Federal education assistance? * 
Dr. KiMBERUNG. No, sir. 

Mr. Weiss. I understand that the DepdrtmeMdid not learn that 
the school lost its accreditation until October 1981; is that correct? 

Dr. KiMBERUNG. That is correct. The Southern Association of 
Colleges and Schools took 10 months to notify us. , , . j 

Mr. Weiss. When the Department learned that the school had 
lost its accreditation, the final loan proceeds had not been awarded, 
but 1 month after learning that Mississippi Industrial College lost 
its accreditation, final loan proceeds of $402,000 were disbursed to 
the school. ^ • 

Is that correct? 

Dr. KiMBERUNG. I believe the timeframe was very close here. 
The Southern Association notified our eligibility and agency eval- 
uation staff. They are responsible for the process of maintaining 
eligibility records on institufions of higher education. 

My understanding is that information came to them at just 
about the time that the final payment was being made under a 
trust indenture signed in May of 1981 and the two documents 6^ 
sentially crossed in the bureaucracy. That is clearly troublesome. 1 
think the most troublesome part of it all is that the Department 
was informed late by a recognized accrediting agency of the loss ot 
accreditation that could have prevented the entire situation. 
, Mr. Weiss. I know what you have just told us. I assume that you 
believe it to be possibly so. 

Are you sure that in fact that you did not know a month betore, 
that is, that your Department did not know a month before the 
$402,000 was disbursed that accreditation had been lost? 
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Dr. KiMBERUNQ. Tlie part of'the Department dealing with ac- 
creditation and eligibility did know in October. The dispersal is 
made in November. 1 don't believe it was a full month, and, obvi- 
ousW, that information did ndt travel to^^the program people 
makmg that dispersed in a timely enough fashion to prevent it 

Mr. Weiss. How have you remedied the system or corrected the 
system so that that kind of thing can't happen again? 

Dr. Elmendorp. Let me try that one, Mr. Chairman. 

We have had one other report of failure of an accreditation asso- 
ciation to adequately notify us so that the information can be 
passed along to the various constituents that need to know. It was 
m title IV, not in title VII. 

We have just consummated the purchase of a mini-computer 
which will put all of these offices Up on a data base which allows 
them to update and pass that information along electroni(^ly and 
querj^ it on a daily basis. The one way that I can assure you that 
that will help us is that at least within' the Department the offices 
that need to know will know at the same time. 

How w^ deal with those outside that are responsible to notify us 
IS another matter. The best way we can deal with that problem is 
that if we have riepeated failures by an accrediting association to 
notify us in- a timely way, we have the right to question whether 
we ou^ht to renew them as an accrediting associatiorf. We do not 
accredit institutions \ 

Mr. Weiss. Well, I have a problem with that, too. 

But I have a greater proble?! with the fact that the infbrmatidn 
actually reaches the Department, and then, because of a lack of a 
system, the Department's one hand doesn't know what the other 
hand knows. ' 

Pr. Elmendorp^ I am sayipg that when you have the manual 
transfer ofpapers among offices, I wcLuld say that that is a possibil- 
ity across Government, not just in the Department' of Elducatidnv 

I think and I hope and I believe that the implementation that we 
Fought so hard for in the way of computer updates b;ringing the De- 
partment to a level of twentieth, century el^tronic technology will 
reduce^ if not eliminate, those problems. 

Mr. Weii^. Thank God tile computers were invented. 

According U> an internal memorandum from the CbUege Facili- 
ties Branch, the Department does not know the dispditwn of all 
the funds thdt were loaned to. Mississippi Industrial College. 

Is that true? , 
' fAr. CoN^NAN. Mr. Chairman, I should mention that Mississippi 
Indu^rial College is on pending investigation, I believe, by a - 
lumber of other agencies, including this Department and We are 
'till tnfirtg to ferret out sufTic^^nt infortnation about the dispowtion 
n fundsj not jufet related to college housing loans but also related 
to dtud^nt financial assistance and some other funds that were, 
jiven ^<y another agency in the Department. 

I herVe been in commuhication with the assistant U.S. attorney in 
iMissi^isippi representing the Department in court litigation con* 
lern^ng the college housing loan or academic facilities Joan and we 
■Mre/Still trying to ferret out sufficient information at this particu- 
lar/time so-that.the Government's interest in- all these Ipan funds 
programs would be adequately protected. ■■■-■^ 



I don't think it would be in the best interesyof the Government 
at this particular point in time to commen^ exte^pively on the 
nature of some of these investigations that are pending. 

I should just mention that there are other agencies involved, not 
just the Department of Education. • , 

Mr: Weiss. I also understand that the buildings financed with 
Federal loans at Mississippi Industrial College are incomplete and 
deteriorating and that the college itself is closed. 

Is that correct? 

Mr. CoNANAN. That is correct, and there is court litigation in- 
volved and the Department is being represented by the Justice Dei- 
partment in that litigation. We are trying also to negotiate a settle^ 
ment with some of the other parties that are involved in that liti- 
gation. 

Mr. Weiss. This all happened on your watch; right? This doesn't 
go back to anybody else's? The disbursements took place while you 
guys were in charge; is that right? 

Dj. KiMBERUNG. The disbursements took place; the loan reserva- 
tions were made on the other guy's watch. 

Mr. Weiss. Right. 

In the case of Mississippi Industrial College, do you believe that 
the Department did all it could to protect the GoVernment)3 inter- 
est? H 

Mr. CoNANAN. Could you repeat the question, please?. 
» Mr. Weiss. Do you believe that in the case of Mississippi Indus- 
trial College that the Department did all it could to protect the 
Government's interest? 

Mr. GoNANAN. The Department of Education is doing q11 it can 
right now to prot^t the Uovernment's interest. 

Mr, Weis^. Thank you— did, not is doing. 

Uid— before it gave out the money? 

iV' KiMBERUNG. Givea the adequacy of our data systems sup- 
port, or lack thereof, yes, sir. 

Mr, Weiss. In light of this case, do you think the Department's 
policy of disbursing Federal proceeds prior to ^the completion oi 
construction is wise? 

Dr. KiMBERLiNG. I believe if you look at this as an isolated exam- 
ple, you might have the telescope turned around backward. It is ab- 
solutely necessary for Construction to proceed on any construction 
project that some disbursements to be made and verified as thej 
are being made. That is our procedure. 

Mr! Weiss. Total disbursements. 

Dr. KiMBERLiNG. Before 100 percent completion? 

Mr. Weiss. Yes. ? . 

Dr. KiMBERLiNG. I am not an expert in that, Mr, Chairman, and ] 
think those who are expert with construction projects can^placf 
before you better arguments than I can^ about why it is wiser tc 
disburse wij;h 80 percent completion, 

Mr, Weiss. OK, 

Do Department regulations stipulate that revenues from the 
projects to be constructed be used for repayment of the loan? 
Dr. KiMBERUNG, Yes, sir. 
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Mr. Weiss. If a school does not use revenues from the pledged 
project to repay its loan, does the school violate its agreement with 
;the Federal Gpvernm'entJ^^ 

Dr. KiMBERUNQ. Yes, sir' 

Mr. WeissI What does the Department do when it discovers that 
schools are not using revenues to repay their loans? 

Dr. KiMBERbiNO. We take a number of steps. 

Initially we would write a letter to the institution asking that 
those identifled revenues be put to use to pay back the loan. If that 
doesn't work, then we will attempt to identify more precisely those 
revenues through an Inspector General audit. Again, working with 
our Inspector General, that was one of the reasons why the 11 
schools that they selected jointly with us were selected because we 
suspected Huat many of these schools would be in violation of the 
regulations. , ^ 

ueherally if you flash a Department of Education employee card 
in somebody's face, they will react one way. They get a little more 
nervous vi^en they see an Inspector General's card flashed in their 
face. I thinlc the memorandum that vou quoted earlier indicates 
th'ftt healthy respectful fear of the audit function. 

If the institutions are not forthcoming in responding positively to 
those audit findings, we can take a number of other steps. We can 
go all the way to receivership or foreclosure. Our feeling is that 
there is one area, a y^y significant area where vte currently lack 
authority and where the Cohgreea might provide us some relief and 
that would be authority to offset against oth^r drawdowns against 
Government accounts that the institutions might be making. 

We have examined our authority currently and find that because 
of the trust indentures terms, there is no offset authority against 
other grants or against administrative cost disbursements under 
the student aid programs. We would suggest to the Congress that 
authorities of that nature, to offset other ^'ederal disbiirsements, if 
.enacted into law, would give us some very strong tefeth to go after 
this kind of fraud, waste, and abuse. 

Mr, Weiss. Have you made that recommendation? 
\ Dr. KjMBERUNG. We have not formally made that recommenda- 
tion, but we are examining togethef.with our student finahcial aid 
office exactly how we would frame-that kind of a recommendation^ 
to the Congress. ' 

Mr. WEm. An audit was prepared b^ the Department's Inspector 
General of a $3 million college housing loan to Alaska Pacific Uni- 
versity. That loan' is approximately $1.8 million delinquent. The 

Sudit found that $136,000 in revenues that should have' been used 
> pay the school's Federal debt were diverted elsewhere and that 
$110,000 in improper costs were charged to federally financed 
buildings, thus reducing the true revenues of the project. 
Do Department regulations prohibit this kind of activity? 
Dr. KiMBERLiNG. Yos, sir. 

Mr. Weiss. The IG audit states that the school's assets exceed its 
liability. In fact, tj>e audit notes that Alaska Pacific was to receive 
$10 million from a land sale. The Inspector General riecommends 
that the Department demand that the $10 million be used to bring 
that loan current. 

. Was that recomil^endation accepted? 
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Dr. KiMBERLiNQ. Mr. Chairman, we concur with the Inspector 
Generars recommendation that this would be a good course of 
action. Unfortunately, we lack the legal authority to enforce the 
recommendation. We can only go after assets that are part of the 
trust indentures or mortgages to the institutions. These assets werei 
not covered by the trust indenture or mortgagee. 

This would be another area where we would like to explore sqme 
additional authorities for this program. Right now, it is a recom- 
mendation that makes perfect sense. If w6 try to seize assets of an 
institution not covered by trust indentures as collateral, we would 
.be highly vulnerable; and I think our attorney would concur with 
that. 

Mr. Weiss. So, now 30-some-odd years after the onset of the pro- 
gram, you think that the law ought to be amended to give' you that 
kind or protection? 

Dr. KiMBERUNG. Well, we certainly wish that these ideas had 
tome forward in the past. They have not come forward, and no 
time like now is the right time to 

Mr. Weiss. Have you made this a'legislative recommendation? 

Dr. KiMBERUNG. No, sir; not yet. 
• Mr. WEiss.JPhe Inspector GeneraUs audit also found that the 
school had been leasing a building finauc^ by the College Housing 
Loan Program to the U.S. Geological Survey for $283,000 a year 
since 1979. 

Were all the leasing revenues used for debt repayment? 

Dr. KiMBERUNG. I do not believe so. Some of the revenues were 
used in deferment workout agreements for 2 conseciltive years iii 
1982 and 1983, but not all of those revenues have beeh applied to 
payment of this loan. 

Mr. Weiss. Doesn't the loan agreement require that all revenues 
from the federally financed projects be used to repay the college 
housing loans? 

Dr. KIMBERUNG. Yes, sir. 

Mr. Weiss. As a matter of fact> if you had the 5 years of $283,000 
a year from the U.S. Geological Survey, you would practically have 
no deficiency at all; isn't that correct? 

Dr. KiMBERUNG. Well, I haven't tallied up the numbers, but it 
could be the case. 

Mr. Weiss. The Department did try to help Alaska Pacific; Defer- 
ments were granted and the .Department entered into a workout 
agreement which further deferred the loan. Has Alaska Pacific also 
defaulted on its workout agreement? 

Dr. KiMBERUNG. If I might be precise* in the terminology, Mr. 
Chairrpan, there>is a difference between a workout agreement and 
a deferment agreement. 

A workout agreement is a sustained plan of paybacks designed to 
cure the default status over a period of years. • 

Deferments hy^ law and regulation can only be granted in the 
College Housing Program for a 1-year period. In this case, the de- 
ferment included a payment schedule during that year. The same 
schedule was adhered to in a second deferment agreement, which 
accelerated payments and, therefore, reduced the total amount of 
default. It wasn't the same as a total workout, which is a plan-^of 
action to reduce the entire defaplt. 
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Mr. Wttiss. Were you aware of the U.S. Geological Survey lease 
for $288,000 a year when that deferral agreement was agreed to 
made? 

Dr. KiMBERUNG. My understanding is that the deferral agree- 
ment amounts approximated the amounts of revenue that the insti- 
tution was- receiving from the lease to the U.S. Geological Survey, 
and that it was those revenues th^t were used for paying back, on 
an accelerated basis, on the defaulted amount. 

Mr, Weiss. Department regulations, I understand, state that the 
Secretary of Education: ''does not grant a deferment if the borrow- 
er proposes tq^ use pledged revenues for any purpose or purposes 
other than that provided in the loan agreement." 

Given the Inspector General's finding that Alaska Pacific al- 
ready was not using pledged revenues for authorized purposes, why 
did you grant deferments to the school? 

Dr. KiMBERUNG. The Inspeckpr General's audit occurred after 
the two deferments had been granted. The deferments were grant- 
ed in, I believe, 1981 to 1982 and 1982 to 1983, prior to the Inspec- 
tor General's audit. 

Mr. Weiss. You are not telling me that until the Inspector Gen- 
erals audit you had no idea that in fact Alaska Pacific was using 
the funds for wrongful, for inappropriate pulses are you? 

Dr. KiMBERUNG. We had no audit reports indicating that this 
was so, yes, sir. We had no idea of the degree, the magnitude, and 
the precise nature of those diverted uses. 

Mr. Weiss. As a result of the audit of Alaskq Pacific, the case 
was referred to the Inspector General's Office of Investigations, but 
on April 2, 1984, the investigation was closed because, according to 
the closing memorandums, Alaska Pacific was going to exercise its 
option under the Department's discount plan. 

Would ybii at this point explain the discount plan to us? 
, Dr. KiMBERUNG. I would be happy to, Mr. Chairman. 

Discounting essentially takes into account the concept of net 
present value over time, and it is a principle that those in account- 
ing and finance use all the time. ' II 

Let me cite for you a specific example so that we can compare 
the same numbers, and I believe it may be the same example that 
was used.^arlier. 

If we have a loan, say, for $4 million— running a period of 30 
years— t^at capital is in the hands of the institutions for their use. 
It, is not/ in the hands of the Federal Government for use. 

With 3 percent interest, the Government would receive $6.1 mil- 
lion total over 30 years. 

If we had access to those funds right now, and we were private 
investors, we could put them in 30-year bonds sold by the' Treasury 
Department with a guaranteed interest rate currently of 12.25 per- 
cent. If we had $4.5 niillion, we would, at the end of the 30-year 
period, h^ive in excess of $15 million in hand. 

Since we are not private borrowers b^t we are the Federal Gov* 
ernment, what we really are doing in; this program is trying to 
reduce the off-budget subsidy costs in the program. We do that by 
telling the institution what amount of money it would take for 
the^ if they invested it in 30-year bonds t6 come up to that same 
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$6.1 million. amount that they would be spending over the same 
time in paying back the Government. 

When you run the standard present value formula, that amount 
comes to approximately $1.8 million. In other words, if you have 
$1.8 million today, you invest it in 30-year bonds at 12.25 Percent, 
then you would receive $6.1 million for your investment. That $1.8 
million is equal to $6.1 million over the 30-year period of time. 

When you give that money to the Federal Government instead, 
essentially this is a financial hedge against outyear deficits that we 
are all concerned about. If we received $1.8 million today, tljat is 
$1.8 million less that the Treasury has to \et out in the form of 
bond borrowing, and over that same period oT time, it is $6.1 mil- 
lion less that the Weasury has to pay but to the bearer of those 
bond certificates. 1 ^ ' . . 

In fact, currently for the loss of capital over time, we would be 
losing $15 million on the $4.5 million paid^ / 

I think this chart displays the picture alittle bit more clearly. 
And, it is a complex finance concept, but it is one that is standard 

practice. , n i i j 

Mr. Weiss. Without objection, a copy of that chart will be placed 

in the record at this point. 
[The chart follows:] ' . j 
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Dr. KiMBBRLiNO. The green numbers represent the total amount 
of payments that an institution, using these numbers that I have 
been citing with the $4 million- debt, would be paying into the Gov- 
ernment over the entire 30-year period, and it comes out to about 
$6.1. 

u^^^J °^ borrowing the money from the Treasury, 

the off-budget cost of borrowing for that same amount of $4 million 
capital rises for a total of $15.? million. The red shows the net loss 
to the Government over that time. It is a net loss of $9 million in 
off-budget spending because these are low-interest 3 percent loans, 
and they are not close to today's market rates. 

^By discounting these loans, we would in fact be collecting all of 
the amount pr saving the Government all of the amount covered by 
the green area, and the red area would be spending that we would 
avoid. So, there would be a net savings to the taxpayers of $9 mil- 
lion. 

I would be very happy to work with you and your staff in run- 
nmg through some otHter examples and explaining the part of this 
scenario, the off-budget expenditures, which we are very concerned 
about. 

As Dr. Elmendorf explained, this is a standard strategy used by 
the banking industry in a time when you have got a large portfolio 
of low-interest loan^ and market rates that are substantially 
higher, banks have long realized that it is to their financial advan- 
tage to offer a present value discount in exchange for getting rid of 
the debt servicing costs over time of that kind of portfolio. 
_ Mr. Weiss. We yfiW explore that issue further when we return. 
There is a vote on the floor of the House at this point, so we will 
take a break for al^out 10 minutes, and then we will resume. 

The subcommittee stands in recess. 

[Recess taken.] ■ .. ' < 

Mr. Wei^s. The i^btcommittee will come to orddr. 

We heard an explanation before the break of the Department's 
oQ^iPoo"^^ o"- legislatively, I understand that under Public Law 
98-139 the Secretary of Education is authorized to accept discount- 
ed prepayments of college housing loans. 

That legislation emanated in the Senate, was agreed to in confer- 
ence, and then finally adopted. 

On April 20, 1984, the Department published a regulation for 
comment that outlines a formula for the discount plan. The dis- 
count, r understand, will depend on the/Treasury rate on the day of 
application. Department officials have told us that the discount 
will be as high as 55 percent but could also be lower depending on 
the loan circumstances. If the 55-percent figure holds across the 
board, tne Department could discount as much as $1.5 billion in 
loan funds. 

Dr. Elmendorf, or Dr. Kimberling, do you plan to grant a dis- 
count to Alaska Pacific? 

Dr. Kimberling. 'That decision has not been made^ Mr. Chair- 
man. In our published, in our notice of proposed rule we specified 
that we would examine separately the cases of institutions in de- 
fault. The reason for this is that those institutions not in default- 
some 1,230 institutions out of the 1,300 in the program— would 
have a very simple formulaic computation. 
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"We have not determined final policy. We are anxiously awaiting 
public comment on the notice of proposea rule as to exactly how, or 
if at all, we should extend the discount provision to institutions in 
default. 

' They are eligible and certainly I don't think anyone would quar- 
rel with the concep\of applying the discount formula to those pay- 
ments which have nbj^^et come due. But for Alaska Pacific or for 
any other institution that has delinquent payments, \ye would want 
to examine that very carefully. , i. 

* Mr. Weiss. Do you believe that a school that has been delinquent 
on its debt and has hidden revenues owed to the Federal Govern- 
ment should be rewarded with a 53-percent discount? 

• Dr. KiMBBRLiNG. I don't believe that the discount provision 
should reward misbehavior. 

I do believe that the discount provisions should protect the Gov- 
ernment's best financial interests and that the decision to discount 
should be made on t^e basis of that cost-benefit analysis as re- 
quired by the law. 

Mr. Weiss, I had indicated in my summary a moment ago that 
the discount regulation was published for comment on April 20, 
1984. Is that correct? 

Dr. KiMBERUNG. Yes^ sir. 

Mr. Weiss. It is normally the position, I underatand, of Federal 
agencies that regulations, when in draft form, are sensitive matters 
and are not disseminated to interested parties dUtside the Depart- 
ment. V . - / 

Is that the polky of the Department of EducMion? , 

Dr. KiMBERUNG. Yes, sir. 

Mr. Weiss. Therefore, I would assume that you would not be dis- 
cussing draft regulations with colleges that couW financially bene- 
fit from them. I assume that is your position. 

Dr. KiMBERUNG. In the process of regulatory development, we 
would be discussing the concept .of regulations with any interested 
party. We feel that is part of g6od government! that you don't want 
t^ have the rules made up by those who are not aware of the cir- 
cumstances in the real world where the regulations affect those ac- 
tions. . , .... 

Mr, Weiss. I understand that Dr. Fairley is .in the room; is that 

correct? 

Dr. Elmendorb6 "Yes, sir. . r 

Mr. Weiss. I wonder 4f for the purposes of the next question, if 
' Dr. Fairlw CQuld come to the witness table, if that is all right with 
you, Dr. Eliiifendorf? / 
^ Dr. Eu4Ei4dorf. That will be fine; 

Mr. Weiss. Before *yo^ sit down. Dr. Fairley, would you raise 
your right hand and do you swear or affirm that the testimony you 
are about to give will be the truth, the whole truth, and nothing 
but the truth? 

Dr. Fairley. I do. 

Mr. Weiss. I have a memorandum,. Dr. Fairley, from you regard- 
ing Dr. Kimberling's instructions to begin negotiations regarding 
the draft discount regulation with Alaska Pacific University. Itr re- 
sponds to a control memo of November 2, 1983. I will read a por- 
tion: ''Your control memo of November 2, 1983, requested the fol- 
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lowing: to begin negotiations witfi attorney Silver of Alaska Pacif- 
ic. 

^ Why, Dr. Kimberling, were you negotiating or directing negotia- 
tions with Alaska Pacific University in November of 1983, 6 
months before the regulation on discounting was even published* 
for public comment? 

Dr. KiMBERUNG. Mr. Chairman, Alaska Pacific had expressed an 
interest in the discount provision. My understanding at the time of 
that memorandum was that the basic statute would giye us author- 
ity to apply the discount provision. ^ \ . 

After I issued tha^ memofandum, anxious to get on \vith the 
show now that the law hadlbeen passed, I was informed that we 
did in fact have to go through the regulatory procedure. I was 
under the mistaken impression that the law itself, that the basic 
statute, wag clear enough that we did not haVe to go through the 
process of developing regulations. 

As soon as vye learned that regulations needed to be developed, 
we did not negotiate. We have not reached any kind of a settle- 
ment. We have not finalized anything with Alaska Pacific Univer- 
sity. My training is not in law, and I was less informed of the pro- 
cedures than I perlfeps should have been. I was not aware that reg- 
ulations needed to be issued in this case. 

Mr. Weiss. Did you in fact negotiate with Alaska Pacific as to 
the content of those to-be-proposed regulations? 

Dr. KiMBERUNG. No, sir. 

Mr. Weiss. Which other colleges, if any, did the Department ne- 
gotiate with before publishing the proposed regulations? 

Dr. KIMBERUNG. We did not negotiate with any college, sir. We 
have ha(d a number of colleges express an interest, prior to publica- 
tion of the regulations, in the discount authority. 

Lincbln University has expressed an interest. Dr. Brantley re- 
ceived/a letter from representatives of, I believe, five colleges in 
Oregort who have borrowed under this program. The profewlbnal 
associations— NACUBO— has expressed an interest and shared 
with Ais their views; I think it is not uncommon in the process of 
regulatory development to receive {niblic views from members of 
the /public who are interested parties even though you are not run- 
ning an official public comment period. This is particularly true of 
an organization representing the Nation's college and university 
business officers would have an interest in conveying their views to 
the Department. • v . ^ 

Sq, we are happy to receive public views on any proposed policy. 

Mr. Weiss. How were the negotiations with Alaska Pacific initi- 
ated? ■ ^ f 

Dr. Kimberling. Mr. Chairman, I indicated that we have not ne- 
gotiated any settlement on the discount provision with Alapka Pa- 
cific. 

Mr. Weiss. I know, but I am asking you what induced you to sug- 
gest to Dr. Fairley or direct Dr. Fairley to begin negotiations with 
Alaska Pacific? 

Dr. KiMBERUNG, ^Alaska Pacific was the very first institution 
back in the late summer of 1983 to bring to our attention the fact 
that there had been a discounting provision in title VII of the 
Higher Ed^ation Act governing the academic facilities program. 
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This was a flat 2r)-percent discount. The authority expired in the 
1970-s, but during that time 17 institutions took advantage of that 
discounting authority. * » 

As you know, the Housing Act of 1950 is the legislation govern- 
ing the College Housing Program. Alaska Pacific s attorney, Mr. 
Silver, initially met with our program staff and Dr. Brantley and 
Dr. Fairley and pointed out that those two pieces of legislation did 
not, were not congruent. He asked if the Department would be will- 
ing to consider Peeking legislative authority for a discount provi- 
sion under the College Housing Program. 

.-' After our General Counsel reviewed the provision, he decided 
f that the Secret;gry lacked authority under the college housing legis- 
lation to grant ^a discount on his own authority, after running 
through in consultation with some financial experts the cost-bene- 
fit analysis that I presented earlier showing that discounting would 
be to the best advantage of the Government and also receiving an 
0MB circular which asked every Federal agency to try to liquidate 
assets that were losses over a period of time, the Department devel- 
oped its proposal in conjunction with Senator Stevens' office. 

My instruction, after this legislation had been passed by both . 
Houses of Congress and signed into law by the President, since 
Alaska Pacific had been the first institution to initiate an inquiry, 
and as soon as we had the legislative authority that we ought to 
get to the business of sound management and begin to recapture 
some of our losses. 

Mr. Weiss. Adult student housing of Tennessee received a $2.^ 
million college housing loan on which it' is $222,000 delinquent) 
Five months ago, the Depaulment received a letter from that bor-. 
rower applying for the di^ount. The letter contains the amount of \ 
the discount based on 0ie formula that the Department was then \ 
formulating. \ 

Do you know how this borrower had such specific information \ 
about the discount regulation a full 5 months before it was to 
become public? 

Dr. KiMBERLiNG. No, I don't, although I would point out that the 
formi^la used is a standard Treasury Department formula and ac- 
countants who have talked with me about it characterize it as a 
textbook example. 

Mr. Weiss. Will all schools with loans be eligible for the dis- 
count? ^ 

Dr. KiMBERLiNG. AH schools with loans will be eligible for the 
discount, yes, sir. 

Mr. Weiss. Will the determination then be a blanket determina- 
tion for all schools orhvill it be determined on a case'-by-case basis? 

Dr. KiMBERLiNG. Welt, I can^t guess what the shape of our final 
regulations will be until we have passed the public comment 
period. We are anticipating a blanket application Of the discount 
provision to institutions not in default, and that have been good 
borrowers over the years, the vast majority of schools. 

We have proposed a separate review process for delinquent or de- 
faulted borrowers, and, as I indicated earlier, that process will have 
to take into account the costs and the benefits of a particular situa^ 
tion. It would depend upon the schpoVs willingness to come cur- 
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rent; it cdUld depend on the number of years remaining; just a 
whole host of factors. 

A very good arguments for not applying the discount to 

defainted institutions. One of the most compelling of which is that 
it might serve ^ an ihcen£iv©4o others to default, and we certainly 
don't want to do that. X. 

. But there are other argument^that bankers and other lending 
institutions have copveyed to our^ program staff as we have at- 
tempted to leairn hdw the private marketplace handles similar situ- 
ations. They have indicated that, in many cases, with troubled 
loans over the long haul where there is ^ high risk that they will 
never get a return on their investment, if^hey can calculate $1 in 
savings, they might offer the difltount. \ 

At this time we are seeking public comrnent. We do not have 
final regulations. We are earnestly discussing^x the pros and the 
cons, and, in any case, I can assure you that vi^e will separately 
review on an individual basis with intense scrutiny each and every 
application from a defaulted institution. 

Mr. Weiss. Do the proposed regulations include a diffei^rent treat- 
.ment for schools which have been delinquent? \ 

Dr. KiMBERLiNG. They do not propose a blueprint for a ^parate 
treatment. They indicate that they will be reviewed separatelv. We 
are eagerly awaiting public comment on what kinds of factors 
should be taken into consideration. We would be happy to h^e 
your views, those of your colleagues, those of any member of tHte^ 
public who has experience in dealing with these issues. ^ 

Mr. Weiss. If I understand your testimony, you have told us that 
the original idea for the discount legislation or proposal emanated 
from counsel for Alaska Pacific; that after the legislation was 
adopted, because of your misinterpretation of what followup regu- 
latory provisions had to be promulgated, you directed Dr. Fairley 
to undertake negotiations with Alaska Pacific; that both at the 
time that the Department was first approached by counsel for 
Alaska Pacific and at the time that the directive for commencing 
the negotiations was undertaken, you were aware of the fact that 
Alaska Pacific in fact had been delinquent, and had evaded some of 
the requirements of the law as far as attributing resources-Brid ex- 
penses were concerned. 

Yet, now you are saying that in fact you are going to be review- 
ing ^n a case-by-case basis as to whether delinquent institutions 
should or should not be included. 

I am riot sure that Lean trace consistency in*that testimony. 

Could you clarify that for us? 

Dr. KiMBERLiNG. Yes, I would be happy to, Mr. Chairman. 

At that time the Inspector Generars report had not made its way 
through to me. I was not aware of their audit findings showing in- 
consistencies in their use of project revenues, and I would simply 
say that a good idea is a good idea, regardless of who proposei3 it. 

We think that discounting over the long haul is going to save the 
taxpayers an awful lot of money, and we haven't made any final 
determination of whether we are going to treat delinquent schools 
as a class or whether we are going to treat them separately on a 
case-by-case basis. ' / 

Mr. Weiss. Dr. Kimberling, I am a little bit confused. 



1- have an audit report from the Office of the Inspector General 
dated June 10, 1983. That certairily is prior to your control memo 
of Npvember 2, 1983, to whijph Dr. Fairley*responds • 

So, I think that part of your response is not valid. Your recollec- 
tion may be inaccurate as to why. you felt that it was appropriate 
to commence negotiations with a school which in fact had been de- • 
linquent and where all of their various manipulations had been al- 
ready audited and reported by the Inspector General. , v 

Dr. KiMBPRUNG. Mr. Chairman, my recollection may indeed be 
faulty. I would goint out that the Inspector General s audit reports, 
once completedf in their normal procedures are forwarded in draft 
form to the institution and to the program offices for response. 

I stand in a management hierachy a couple of levels above that 
program office, andTso I do not recall seeing fhe audit report from 
the Inspector General, even though it may have been conducted at 
that earlier date. I have no recollectioh of seeing it prior to Novem- 
bcr. « ^ . 

If I did, it nevertheless behooves m^ to stimulate discussion of 
how the discount provision would apply to aiiy institution seeking 
to exercise the discount authority. '. ^ 

Mr. Weiss. Will you be encouraging schools to tak^ advantage, ot 

the discount? . "j r" ui^^ 

Dr.'KiMBERLiNO^ We will be encouraging all of the nondefaultlng 
borrowers to take advantage of thjf discount. ■ 

We will be acceptin g _appli catfons from defaulted borrowers .and 
reviewing them in actordance with whatever procedures appear m 
our final regulations after we have sifted through public comment 

TVIr. Weiss. As a matter of fact, the Department intends to hold 
workshops on June 4, 5, and 6 in various locations across the coun- 
try in order to assist borrowers in using the discount; isn t that cor- 
rect? "... 

Dr KiMBERUNG. Yes, sir. We have received a number of inquir: 
ies, and we feel that it is mostfost effective to share that* informa- 
' tion with institutions in a group leasion rather than one by one. 

Mr. Weiss. Do you find it equitable to provide discounts to 
?Qhools that are in default as well as to 8ch(Jols that have always 
been current oh theh- loans? , j.. 

Dr. KiMBERUNG. I do.not fmd it equitable to take a course 6t 
action which would eHc6Mrage any school which is not in default to 
go into default, and inadihuCh as we have to look at matters ot 
public policy and assure that we are not providing incentives lor 
iihat kind of situation, I would absolutely want to see equitable pro- 

Insofar as we are dealing with millions of dollars that the Gov- 
ernment is losing' and insofar a^ we can employ management and 
administrative strategies to recapture those funds or to prevent 
• against future losses, I think we do need to look long and hard in 
the instance of defaulted schools, and I can assure you that it is not 
going to be .me personally who is reviewing it. This kind ot issue is 
reviewed by budget p^pplej- by attorneys, and by decisionmakers 
throughout the Federal Government. . j ^ xu 

Mr. Weiss. Does the Departm^t of Education intend l>o use tne 
money you collect under the discounts to make new loans? 



DiT KiMBERUNO. We have asked for no new loan authority under 
thisVogram for the past S years. We would hopje that'the money 
can^be used-to help serve as a hedge against the increasing nation-' 
al debt. . " . ^ 

Mr Weiss. I understand fVom officials Qf the Department and at, 
0MB that you plan to use the funds repaid under the discount plan 
to pay off the Department's liability on Treasunr borrowings and 
Government National Mortgage Association' certincates. 

Do you plan to also continue making new loans?. 

Dr. KiMBERUNG. We are under instructions frpm the Congress to 
v|nake $40 million in new loans this year. That is the, limit (rf our 
authority. We would make new loans to the extent that the Con- 
gress would require us to use funds from the revolving fund for 
this purpose. We do have a major debt coming due on these Treas- 
ury Department sales mf Ginny Mae participation certificates, 
dating back to 1967, 1968. 

Those certificates were valued at $451 million in the College 
Housing Program. We have bfeen making steady payments on that - 
Over the last few years and have reduced our total obligation to 
Ginny Mae down to $308 million. That is still a large debt that is 
due by 1987, and we want to be certain that there are sufficient 
resources in the revolving fund so that we are not placed in the 
Unfortunate position ^ years hence of having |o seek a special one- 
time appropriation jErom the Congress in this huge amount. We 
think that the discounting provimon would gain lie the short-term 
capital needed to prevent this kind of large onbudget appropriation 
in the next couple of fiscal years. 

Dr. Elmendorf. Mr, Chairman, may I just make a correction for 
the record? 

. Mr. Weiss. Yes, I)r. Elmendorf. 
; Dr. Elmendorp. We hc^ also^c^ked the Congress for language to-^ 
implement a rescision of that $40 million so that it would not nave 
to be loaned put, 

I might add that we have also ^.ked the Congress for ah exten- 
sion of the deadline date of the loan discount provision to Septem* 
ber 1985, rather than September 1984. 

Mr. Weiss. So, what you have told us is that you do not intend to 
make new loans with the money collected on the discount, is that 
correct? 

Dr/KiMBERUNO. Thaikis correct. / ^ 

Mr. Weiss. It Con^e^ continuei^ to authorize proceeds from the 
revolving fund to be yised fpr ]\ew loans, where would you get the 
money from? 

Df. Kimb£runo. I am sorry^ Could I have that question again? 

Mr. Weiss. If Congress continues to authorize proceeds from the 
revolving fund to be Used for new loans, where would you jget the 
ri|i6ney for those new loans? 

---Dr. KiMBERUNO. Well, any collections from the application of the 
discount authoritv would be placed in the revolving tund, so insofar 
yas Congress would direct us to make ne;w loans, we would be re* 
juired to make those new loans from the K^volvihg Fund, which 
fould include those assets. 

We liave been required in appropriations language the last 
btiple of years by both the House and the Senate; to file a plan of 




action fpr retiring the Gitiny Mae dphU and those plans are on file 

• witji the Appropriations Cormnitteef So, that is ,a large priority in 
the view of the committee Qhairpersoiis. 

Mr. Weiss. According ta the budget officials of your Department; 
the College Housing Loan/Program owes approximately $2.8 billion 
-in Treasury borrowing^ and another $451 million on Government 
National Mortgage AssqciatiOn certificates when they mature. ' 

Now? if you provide discourvts on ^3 billion \n loans outstanding, 
theoretic&Uy you tould collect as much as $1;5 billion. 
. Where will the Department get* -the remaining funds to pay off 
the liability to Treasury and to Ginny Mae? 
' Dr. Elm^ndorp. Mr. Chairman, I think that the assumption that 
50 percent of the schools . would participate in this program is at 
best optimistic. When tfie provision was available under the Aca- 
demic Facilities Program, we had only IX takers, Looking at the C- 
nanciai profiles at the ^institutions out there, whom you have ac- 
knowledged are in default,^we don't find they have resources to 
take advantage of the discount provision even if it were on a case^ 
by-case analysis* * • ^ 

Dr. KiMB£RLiNG. Mr. Chairman, I would like to add to that. 

I bfelieve that the; costs to the Treasury of . subsidizing ikm pro- 
gram are. precisely because th^y are multiyeat, 3 percent lo&ns^ We 
are essentially paying the spread between 3 percefnt interest and 

* market rate. 

If all institutions, hypotheticaliy, were to take advantage of* the 
discount, then we would have no need to pay that money^to the 
Treasury at all. That would be the type of savings that we ^e talk- 
ing about realizing. . , i . ^ 
^ Mr. Weiss. Do you hot in fact have $2.8 billion that were bor-. 
rowed from the Ti^easury to ini^titute the program ahd isn't that re- 
payable? ' ' - 

Dr. KiMBERLiNG^ Mr. Chairmfin, I wduld haVe to get some input 
from our budget officials on that number. 

Mr.^Eiss. Well, I can appreciate that, Jt)ut 1 get distressed wjien 
you give me .such firm, clear-cut answers pn J;h^ one hand, and 
then when I ask you ai specific question" about how much^is out- 
standing and how much is repayable* you say that you have to 
check that with ybur people. It just seems to me that you may not 
have sufficient information to be so precise, * 

Dr. KiMBERLiNG. I will hfive our Office of Planning, Budget, and 
Evaluation aubmit a detailed analysis of those figures, sir': 

Mr. Weiss. Thank you. ^ - ^ : - 

^ Without objection, we wi^*illsert that analysis into the record at 
this point* . - ' 

[The matjBrial follows:] . ^ 

HUD borrowed $2,811 billion from the Treasury to finaace College Housing 
projects. The Department of Education has since assumed the responsibility for re- 
payment of these loans. The current outstanding balance i^ $2,687,324,866. A partial 
payment of $123,675,134 was made in April 1979. 

Mr. Weiss. Dr. Elmendorf, yoju were quoted on April 16, 1984, in 
the Education t)aity story about Fisk University as saying, "I don't 
envision this (Joverriment getting into the business of bailing out 
colleges.''f * 

Was that an accurate quotation? 
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Dr Elmendorf. That sounds like something I would have said, 
Mr. Chairman. 

Mr. Weiss. Do you think that the discount regulation will 
qlmount to a bailout of. colleges? . ^ - 

Dr, Elmendorf. Welli T would like to make one point relevant to 
Fisk. Fisk at one time was in default and through a workout plan 
ha3 brought itself current in all of these Qpograms. They are no 
longer a defaulted institution. 

I don't know how much I can shi^re with you about the fiscal con- 
dition of Fisk except to say that they could not find the resources 
needed to allow them to take advantage of this provision. That is 
what I think I was trying to get to ^rlier. I just don't see a lot of 
funds lying around that institutions can use to take advantage of 
this provision. A \ 

Mr. Weiss. Husson College— and I th)ink I am pronouncing it cor- 
rectly—of Maine received a college housing loan and an academic 
facilities loan totaling more than $6 milliorf. Both loans are in de- 
fault with a total of $2 million in past-due principal and interest. 

Since 1979, Husson has been leasing a ^building financed by a 
Federal loan to the Job Corps for $184,000 a year. 

Have all the lease revenues been applied to the delinquent debt? 

Dr. Kimberling. I believe, Mr. Chairman, the IG's audit report 
indicates they have not. 

Mr. Weiss. Kittrell College in North Carolina received three col- 
lege housing loans totaling $1.4 million. The loans are $236,000 in 
arrears. In 1975 Kittrell closed down as a colle|^. I understand that 
the third loan Kittrell received was never closed and, as a rei^ult, 
Kittrell has not begun paying on that loan. 

Is that correct? ^ 

t)r. Kimberling. Yes, sir. 

Mr. We;iss. Since 1978 the Job Corps of the Labor Department 
has been leasing the Kittrell facilities for $60,000. The Job Corps 
also spent $500,000 in Federal funds to refurbish the building.' 

Why hasn't the Department of Education demanded that the 
lease revenues be used to repay the past-due debt? 

Dr. Kimberling. Mr. Chairman^ we are receiving lease revenues 
from the Job Corps for their lease on the Kittrell facilitiea, 

Mr. Weiss. How much of that are you receiving? 

Dr. KiMBERUNG. The figures I have show $7,000 per month— I 
am sorrv— $70,000 per year, it looks like. 

I would have to 

Mr. Weiss. Would you doublecheck that and submit the informa- 
tion to us? 

Dr. Kimberling. The information I am given says that we are re- 
ceiving Job Corps leasing funds. 

Mr. Weiss. Without objection, we will insert into the" record your 
answer concerning the exact figure. 

[The material follows:] 

The first lease agreement was consummated in 1978 and Kittrell paid $5,000 
monthly orf- $60,000 annually. In July 22, 1982, the leasing agreement wafi revised, 
and ED received payment of $77,000 annually. Kittrell requested a moratorium on 
January 31, 1984 on payments for one year so that ektiensive repairs couU be made 
to damaged facilititBs. However, Kittrell hto agreed to maKe a $19,000 payment on 
interest in 1984. V . 
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Mr. Weiss. 'How long have you been receiving those funds? ' 
' Dr. KiMBERUNG. The dates I, have here show that we contacted 
them in 1982, They made a payment of $70,000 in December 1982. 
We had -meetings and foUowup letters in 1983 and 1984. Negotia- 
tions are still underway on that, but we have received some of the 
Job Corps funds. ,^ ^ 

I would have to verify that for you, Mr. Chairman. o 

Mr. Weiss. In essence, they made a one-time payment; is that 
correct? ' • * 

Dr. KiMBERUNG. Tliat is the information that I have^ Mr> Chair- 
man. 

Mr. Weiss. Do you consider it proper for schools that are in de- 
fault on their loans to be leasuig federally financed Buildings' to 
other Federal agencies and to continue not paying their debt to the 
Department of Education? 

Dr. KiMBERUNG. •No, sir. ^ 

Mr. Weiss. How many other gchpols participating ia the, loan 
prograno are leasing buildings to Federal agencies? J 

Dr. KiMBERUNG. I would fiave to go back and get rec^ds on that, 
I would imagine that in addition to leases with resp^n to defaulted 
institutions that there are other approved leaser with respect to 
nondefaulU^ institutions, iahd I wojild have to get the numbers on 
that. ' — 7 - - - — _ — 

Mr. Weiss. Would you get that information to us and submit it in 
as much detail as you can to the committee? - 
r Dr. KiMBERUNG. Yes, sir^ * " \ : * 

Mr. Weiss. Without objection, the material^ will bp inserted in*<J 
the tecord at this point. ■ ^ ' 

[The material follows:] 

Daniel Payne College, Birmingham, Alabama, $2,500 monthly. ^ ' \ * 

Mr. Weiss. The Inspector General's audi1»<)have found that delin- 
quent schools are diverting .revenues in order to hide the true prof- 
its generftted by buildings financed by Federal loans. Jn the course 
of the investigation of tni8>program, subcommittee jstaff discovered 
a memorandum from one schoo} that the. Inspector General did not 
audit. The school 'is Ottawa University of Kansas. Ottawa received 
four loans totaling $2.4 million and is delinquent by $386,000. 
Ottawa has also bwn diverting revenues from its pledged projects 
to its general opKerational fund. An internal school memorandnm 
states that— , * - . ■. * 

In. order to ay6id showing artificial rtrofit on the operation, we have for some 
years allocated flnancilil &id expense ana administrative costs to those operations. If 
we do not recognize these. allocation& we show a profit of approximately $100,000 on 
oitoratiops' and HUD will, certainly expect us to make substantial deb^8ervice pay- 
• inents. 

What are you doing to prevent this kind of manipulation, Dr. El- 
mendorf? ^ \ 

Dr. Elmendorf. In this particular case, Mr. Chairman, I would 
have to go back to that statement..of using re^urces that we have 
ivavailable. We do have independent auditors who are required \to 
look at the total assets and liabilities of eveiyN|nstitution every 
other year on the ti^le IV programs. That is information that is 
being submitted now to the Department of Education, and I ))telievi& 
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in coixjunction with the Inspector General who gets the repoft, we 
ought to work out a better way of doing an accounting analysis on 
other higher education programs so that it can be given to the pro- 
gram office for followup. 

That has worked quite well in student fmancial aid programs, » 
and 1 think it' can be done in this program, as well 

Mr. Wei^. Dr. Kimberling, will Ottawa University be eligible for 
a discount? \ 

Dr. KiMBBRUNO, All institutions will be eligible for a discount, 
but in light of some of the seripus violations that we have seen 
here, if those violations are upheld^^mid proven— and we do believe 
in the due process ri§ht of any enti^v^hat has been audited to re- 
spond to the audit with documentary «vi4efice— and once that due 
vprocess is complete we would have some reservations about offering 
a\dlscount to an institution that has Violatc^sfhe Federal regula- 
tiohfi. 1 , 

Mr. Weiss. The Inspector General audits found that schools that 
were delinquent on their Department of Educatidn loang were cur- 
rent on their private loans. 

For example, the Inspector General noted that Viterbp College of 
Wisconsin *'has not been consistent or equitable in its repayment of 
debt to the Federal Government. It made debt-service payments 
and acquired real estate while in arrears on both: its Federal 

loans/' IP Ml' 

This school has a total delinquency of more than $1 million^ Does 
this example indicate to you that some of these schools view the 
Tederal Gk)vernment's interest as secondary to those of a local 
bank, for instance? 

Dr. Elmendorf. Mr. Chairman, I would try to answer that ques- 
tion by isaying that I think the institutions looking at their own 
best interests are going to pay off the highest interest rate loans. I 
don't think we can tolerate that, and one of the things that we 
might propose is offsetting legislation. Such legislation could pro- 
Vide a negative enforcement tool that would restrict the continuous 
flow of student financial aid dollars to an institution that finds 
.itself in the position of choosing to pay private creditors rather 
than meeting their obligation to pay the Department of Education. 

Mr. Weiss. Tennessee Wesleyan College is another example of in- 
equitable treatment of Federal loans. Tne school has received $1.3 
million in construction loans under these programs. Since 1976 the 
school has not made any principal payments on these loans, yet 
during that same period Tennessee Wesleyan paid regular pay- 
ments on ¥1 loan from a county development board. 

Mor^pver, the schoors financial statements indicate net revenues 
from the plfedged facilities amounted to $96,000 from 1981 through 
1983. ^ ^ 

Would you know why you haven't tried to collect from those rev- 
enues? 

Dr. KiMBERtmo. You are talking about 

Mr. Weiss. Tennessee Wesleyan. * 

Dr. KiMSEHUNQ. Revenues that are actually placed in a reserve 
account? 

Mr. Wbiss. Net revenues from pledged facilities. / 

/ERIC 
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Mr. CoNANAN Mr. Chairman, is this a public institution or a pri- 
▼Rte mstitution, by the way? 

Mr. Weiss. It is a private institution, but I aiy^not sure what dif- 
ference that makes. * . 

..^r. CoNANAN. Well, in some of the agreements the Housing and 
Urban Development Department entered into— or HEW— under 
agreements with pMblic institutions, revenues, net revenues from 
the dorniitory facility had to be deposited ih certain accounts and 
were pledged as security for the indebtedness. 

With respect to private institutions, however, generally there 
was no requirement that net revenues be pledged as security In 
most cases the Government just took out a mortgage lien on the 
facility instead of requiring pledged revenues from the facility 

Dr. KiMBERUNG. Mr. Chairman, I — r 

Mr Weiss. But it is clear that the revenues from those pledged 
facilities were in fact required to be paid back to the Federal Gov- 
ernment. Isn t that correct? 

' r ^/u ^P^J'ljf'h- fo'" a public institution, that is the security 

for the indebtedness in the event the public institution defaults on 
■ ttie loan. ► . • 

However, with respect to a private institution, there is generally 
1 no requirement that the private institution pay from net project 
^^rf institution can pay from other sources. 

iiqqY *?'^^^'*"^9- ^r. Chairman, I do have information that in 
jiywi they were cited by our Department for not applying the net 
revenues to their debt service reserve account. This is one of the 
reserve accounts set up under the program. 

They claimed ineligible costs of $9,800, and they submitted a 
check for that amount to us in November of 1981; The recent finan- 
cial reports indicate that they are running deficits due to a lack of 
occupancy in their facilities. 

Mr. Weiss. Regardless of what some general propositions state, 
Mr. U)nanan, these IG audits indicated that most of these schools 
yfere private institutions to begin with, and that in fact they were 
pledged facilities and they were required to pay those moneys, so I 
am not sure wj;iat the theoretical discussion you are engaged in 
says to us. & » •» 

Mr. CoNANAN. Let me just clarify something. 

These private institutions may be required to pay into reserve ac- 
counts, but they aire not required to pay from those reserve ac- 
counts the principal and interest on the loan. Only the event of a 
default are they required to make those payments from the debt 
service reserve account. 

, Mr. Weiss. Well, but you have defaults here. That is the finding 
in trlese instances. o 

When the Department finalizes or closes a loan, do you have a 
legal representative from the Department at the loan closing? 

Dr.\ KiMBERLiNG. I believe aur attorney Mr. Conanan," can 
answer that. * 

P,i!?*"lS.^NANAN. There isn't an official or legal official from the 
OUice of General Counsel at the loan closing. 

However, there is a bond counsel generally available who repre- 
sents the institution and the trustee bank, which are signatories to 
the instrument under which the mortgage lien or whatever other 
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obligations are created. Many of the agreements that are negotiat- 
ed between the bank,* the GovOrnjpient, as well as the institution 
are standard-form agreements which were previously approved by 
HUD or other attorneys at the Office of General Counsel m the De- 
partment of Education. 

Mr. Weiss. Who then represents the Department's/ legal interest 
at the closing? 

(IMr. CoNANAN. The closing itself is— no real title is bein^ con- 
veytgd at that particular point in time at the closing, ^nd it is hot 
necessary for a lawyer from the Department jof Education to actu- 
ally be present at the\Closing, but I think the lawyers at the De- 
partment of Education are constructively present in the sense that 
in case there is a problem or in case an issue arises from the clos- 
ing the lawyers from the Depfirtment would be immediately noti- 
fied. 

Mr. Weiss. Who pays the trustee and bond counsel? 
Mr. CoNANAN. I belieVe the institution itself. 
Mr. Weiss. The borrower? 
Mr. CoNANAN. Yes. , 

Mr. Weiss. Do you believe that the Department's interests are 
adequately protected bV attorneys who are paid by the borrower? 

Mr. CoNANAN. Well, it may not be a question of adequately pro- 
tected. I believe that there isn't tW much of a risk of something 
going wrong in thefeq closings because you have standard-forin 
^Q^seements that areVbeing negotiated, and because at the end of 
tW closing the institbtion must fil^ with the Department of Educa- 
tton a certified recorded copy of iiny instrument or lien on the 
project facility, so we get that inflprmation so we have evidence 
that all recording steps have been tclken. 
i Mr. Weiss. Do you s^e any potential for conflict of interest? 
^ Mr. CoNANAN. Weill in many States the code of professional re- 
sponsibility expressly fallows attorneys to represent three parties. 
For example, in Virginia the code] of professional responsibility 
allows a lawyer to represent the bolrrower, the seller, and the fi- 
nancial institution. 1 

Mr. Weiss. Well, are they your representatives, the counsel for 
the trustee and the bond counsel? 

Mr. CoNANAN. Well, they are not official representatives^ 

Mr. Weiss. Right. 

Mr. CoNANAN. But the point that I think we are trying to make 
here is that there may not be any need to have someone present at 
these closings because of the nature of the risks that are involved; 
They are very, very small because all of the agreements are stand- 
ard-form agreements, in essence. 

Dr. KiMBERLiNG. Mr. Chairman, if there should be any codicils or 
modifications to those agreements as they come back to us, they 
' are then transmitted to our Office of the General Counsel. So, our 
attorneys would review them if they vary from the boilerplate lan- 
guage tnat, as our counsel has indicated, is preapprov^ and legally 
binding. 

We aiso verify that the documents are properly recorded, and 
properly filed and would have counsel present if there were any 
discrepancies- — 
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Mr. Weiss. We had testimony in the' course of today's hearing 
that some of the documentation is never forwarded to the Federal 
fr^^l .'^ therefore, payments don't commence because 
the FRB 18 not aware of it. 

Dr. KiMBERLiNG. We are talking about different sets of docu- 
ments. These are the trust indentures and the mortgages which 
preserve and protect the Government's right to title in the event of 

private institutions 

Mr. Weiss. We are talking about all the Government's interests. 
It Seems to me that if you had your own counsel there that at least 
he or she would get a copy of the instruments and would know that 
the matter is closed and would forward 'it to the FRB or to vou to 
forward to the FRB. 

uP'^ rS''**^^*"'*^" we do get copies of the instruments avail- 
able. They are reviewed and counsel is brought in whenever thev 
vary from any staridard form. 

Mr. Weiss. The current regulations by which the College Hous- 
on May¥o ^ySr'-^^^ ^^""^ published in final form, I understand, 

Is that correct. Dr. Elmendorf? Or Dr. Kimberling'' 
Dr. KiMBERUNG. Yes. 

Mr. Weiss. The regulations contain no fban management require- 
ments, I 

I have before me draft loan management regulations that f un- 
derstand were supposed to be included in the final 1982 regula- 
tions. They are not. 
Can you tell me why these regulations were not published? 
Di*. Elmendorf. These regulations, Mr. Chairman, are about to 
be published. There was a great deal of controversy in the Depart- 
ment relative tO/ some of the provisions. We go through an elabo^ 
rate review process, but I do expect to see those regulations pub- 
lished in the near future. 

j^^*^^ Weiss. I understand that the regulations were inadvertently 

Dr. KiMBERUNG. Mr. Chairman, if I can recall the history here 
correcHIy,. it was the opinion in the Department that the new regu- 
lations pertaining to the loan origination and construction manage- 
ment processes were indeed necessary in order to follow up on 
some of the items on the 1980 and 1981 GAO reports. 

Our understanding initially was that the loan mansigement regu- 
lations provided for under the old HUD regulations were still good 
tor our Department because the procedures did not vary from the 
loan management procedures covered under the basic statute. 

I ""derstand that in publishing the new regulations, which aboU ' 
ished the old HUD regulations, the loan management regulations ^ 
wefe inadvertently included. 

We, therefore, at the advice of the Office of General Counsel, pro- 
ceeded with reviewing and tightening up our own loan manage- 
ment regulations, and those are the regulations to which you are 
referring that are in the clearance process. 

Because we have been able to exercise our authority under the 
basic law under the terms of the old HUD regulations, which have 
been sustained and under the provisions of the Education Depart- 
ment General Administrative Regulations— the so-called EDGTCR 
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regulationi^which "have provided us with ^ufficiehjfc authority, we 
haven't hacj \any negative impact on pur ability to exercise any of 
our enforcein|ent tools. 

We do awiUt the publication of our new regulations because we 
think they Will give us* a little bit stronger platform to stand on. 

Mi*. Weiss. When is that intended to take place? 

Dr; KiMBERUNG. Those are now in final departmental clearance. 
I don't believe I have a dCle date, but they are in fujal revietf. 

Mr. Weiss. Dr. Elmendorf, you testified in your opening state- 
ment that most of the recommendations of the Inspector General 
and the General Accounting Office have been implemented by the 
Department of Education. ^ 

1 would like to go over thoae recommendations with you now. 

ThuB Inspector General recommended that the audit and inspec- 
tion fees fund be transferred to the Education Department from 
HOD. We have already established that that has not been done. 
The Inspector General recommended that a specific length of time 
^ established through regulation for the start and completion of 
construction. , 

Has that been done? 

Dr. BJlmendorf. There are two basic things. / 

No, sir. We do not completely agree with the Inspector General. 
The 18-month provision we now have in place we feel is satisfac- 
tonr and does allow for sufficient protection.^ 

Dr. KiMBERLtNO. Excuse me, Mr. Chairman. 

We agree with a portion of the Inspector General's recommenda- 
tion, the portion that there must be a fixed time Jimit prior to, be- 
tween loan reservation and construction. 

We are currently enforcing an 184nonth time period. The Inspec- 
tpr General has indicated that they are fully satisfied with that 
portion. 

They also recommended a reevaluation.of housing shortage prior 
to the final construction commencement; in other words, 18 months 
after the application review. 

Our view differs from the Inspector General with respect to that 
proviso. We feel the main problem in the past is that there was no 
enforcement of any time line for startup of construction and that 
18 months is a reasonable timeframe. 

We also feel that, just as economic conditions in localities can 
change one way witlun an 18-month timeframe, they can change 
another way in another 18-month timeframe. Bui the povemmcrtit 
does have a commitment to go ahead with construction, and short- 
ages have adequately been noted through the application process 
which we have tightened up, and, therefore, there is no need for a 
second evaluation a scant 18 months later. 

Mr. Weiss. The Inspector General recommehded that a regula- 
tion be issued that provides for the cancellation of a loan. That is 
just what yixu referred to ^ . 

Dr. KiMBERUNG. Yes, our policy that we have been enforcing is 
to cancel the loans if construction does not commence within 18 

months. ^ \ ^ 

We do that on the basis of EDGAR [Education pe|)artment Gen- 
ial Administrative R^ulations]. \ 
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Mr. Weiss. The Inspector General rfecoi^rnended that the Depart- 
ment have legal representation at loan closings. 
Has that been done? 

*u^*f.^™^^'*"^^- Inspector General recommended that 

the Department have adequate representation and coverage. We 
have made sure that we have representation by the/ROFEC engi- 
neers in terms of engineering inspection. We do not have our own 
counsel present at the closings. I think, as our attorney has indicat- 
ed, we do not. feel that it is necessary at the time of closing with 
the signmg and notarizing of— r— 

Mr. Weiss. OK, so you disagree with the Inspector General's rec- 
ommendation on that? • 

Dr. KiMBERUNG, In short and in that regard, yes. 

Mr. Weiss. OK. » > j 

. The GAO recommended in its 1982 discussion paper sent to the 
Department that financial penalties be used against defaulted in- 
stituti,on8. 

Is that being done? 

Dr. KiMBERLiNO. Mr. Chairman, we do not have legal authority 
to assess penalties in these programs. That is certainly an idea that 
should be explored more. It, is one of the extra tet of teeth that I 
think would be very helpful in this program. J 

Mr. Weiss. Have you had under active consideration the recom- 
mendation of such legislative sanction? jf . . . ' 

Dr. KiMBERUNG. I am quite certain that as a result of this hear- 
i"f' we will definitelv have it under activetiGnsideration. 
A T vy^V^^- recommended that /delinquent borrowers be 

ineligible for all other Federal assistance. 

Is that being done? 

Dr. KiMBERUNG. Delinquent borrowers are ineligible for assist- 
ance lender the housing programs. We have had the ability to put 
that into our regulations. We do not have sufficient legal authority,' 
we feel, to apply that across the board, but we are pursuing the 
notion of either offsetting in order to bring delinquencies back into 
current status or having some other kinds of prohibitions. 
t S^ ift®^^/' ^® are 'currently preparing final regulations in our 
litle 111 iindowment Program, and we envision those regulations 
l(m ""^ Pa^'^^icipation by any school in delinquency on a housiijg 

Mr. Weiss. Before we cpnclude the hearing, is there feriything 
further that you. Dr. Elmendorf, or any of your associates want to 
say for the record? . 

heard ^® appreciate the opportunity to be 

Mr. Weiss. Well, I tljank you very much for coming at a time 
when I gather it has presented some difficulty to you physically 
and personally. 

Mr. Ck)NANAN. Mr. Chairman, excuse me for a second. 

Mr. Weiss. Yes. 

Mr. Conanan; You had asked us before when the Department of 
Education had foreclosed on Milton College. i 
Mr. Weiss. Right. ^ 
Mr. Conanan. That was a private institution and foreclosure 
took place on November 10, 1982. The College was not in" bankrupt- 
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J cy or not in any State ijeceivership proceedings. Judgment was— I 
think the foreclosure sale occurred, however, on December 29, 1988i. ^ 

Mr Weiss. But isn't k a fact that when you commenced that 
foreclosure proceeding that the college had ialready closed its oper- 
ations as a cpllege? 1 

Mr. Con AN AN. Yes. 1 , 
~ ^l4r. Weiss. you haid/eally not very much choice about that. It 
was tantamount to worse; thali bankruptcy. | 

If there afe no further statements, let me just again without ob- 
jection indicate that v^e have a series of statements that nave been 
referred to— if wei have; not received specific authorization— that 
will be entered into the irecord. We may, both on the majority and 
minority side, have ocdbsion to submit some further questions to 
you in wrijting. We womd appreciate your responding to those as 
quickly as you can. We have a nupiber of instances in which you 
sought permission to submit information for the record, and I hope 
that you Will do thajt as expeditiously-Qs possible. 
^ ^he subcomniittee at thiis point is adjourned subject to the call of 
the\Chair. \ 

[Whereupon, at 1:20 p.m., the subcommittee adjourned, to recon- 
vene subject to the c$ll of the Chair.] 

\ ■ .'■ ■ ■ ■■ 
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MATERIAL SUBMITTED FOR THE RECORD 

E^"^'! im^^^ National Association of College and University Business Officers 

\ J. I^.\£i^ ' One Dupont CIrcl*, Suit* 610, Wathlnoton. D.C. 20036 < 202/861-3900 
May 21, 1984 




The Honorable Ted Weisi 
United Statei Houie of Repreiencaclvei 
Bd72 Rayburn Houie Office Building 
HaahlogCon, DC 20513 

Dear Hr. Chalnaant 

The Nay 16 Waihington Post "Federal Report" article "Much Delinquency 
Found In College Building Loans" conveyed the erroneous iapreaslon^ 
generated, in a hearing of your Intergovernmental Relet lona and Human 
Reiourca. Subcomlt tee-- that there is a major delinquency problem in the 
federal college faciliti^i loan programs. 

The fact is that of $3.37 billion in outstanding loans to 1,308 
collegei and unlveriltles, only 67 Institutions are not current In their 
payments to the federal government. Of these 67 colleges. 49 have made 
loan repayment arrangements irith the /Department of Bducatloo and only 18 
are in actual default. Currently, the eum of all missed peyments, 
iacluding those collegee that are making iTayments under apeeial agree- 
ments, ii $36.1 million. This is lest than I'.i .percent of the total 
outstanding, a figure clearly not in keeping vith the "much deliliquency" 
stated in the Weshington Post headline* ^' 

The t«ro loan programs mentioned in the article have helped many of the 
nation* i institutions of higher education provide their students with 
needed facilities in which to live and receive an education. Thm federal 
government has not made any new loeos under the Aeedeaic Fecilitles 
Program since 1973, and the College Roueing Progrsptt providee new loans 
from a revolving 'account of repaid loane* 

Our^ association it distressed that the rejjiort of the hegrings would 
foster thei incorrect iaipression thet colleges ere Abueing these beneficiel 
lederel programs. The facts do not support such e contention. Although e 
few colleges have fallen behind in their debt paymeifts during periods of 
financial difficulty, nearly 99 percent of the collegee ere fulfilling 
\their commitment to the federal government* tt is inappropriate to 
iBSs^igate the vast majority of colleges based on the problesw of e very 

f(|W.- • - ' ■ • 4' 
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W« vould appraoiatt it if tbit letter could be included in the record 
ol the Ney 15 eubcoMlttee bearing. 




D. P. Finn 

Executive Vice Preeident - 

'4 ^ 

Gci Heobert o£ the Subcotnittee on IntergovemBenttl ReUeione end 
Huften ftetources 

Heabert of the Bouee Subcoanittee on Fotteecondery Bducetioh 




CENTRAL MICHIGAN UNIVERSITY 



Ma/ 29. 1904 



The Honorable Ted WelBs 

United States House.of Representatives ' 

B372 Rayburn House Of fice Building 

Washington, DC 2051S . * 

Dear Mr.jWeiss: '^^ . 

I currently serve as Liais^m to the College Housing Loan Program for the Association of 
College and University Housing Officers— International* Our Association members are 
inpst upset by recent new^s paper articles reporting on the hearings your committer 
conducted and the false impression that has been conveyed that there is a major 
delinquency problem with the program. Please let ine help ypu set the record straight. 

More than $5 biilioa has been baned to universities since approval and funding of 'the 
CoU^e Housing Loan Program in thd 1950s. Of the 1308 loans still outstanding only 18 
sohQ61s are ii\ actual/'^ e fault* About 1% of the funds loaned are in deiauU — 99% of the 
outstanding loans are current. Any banker in the country would be delighted if their 
own portfolio was such good shape* ■ ^ « ^ 

The College Housing Loan Program is one of the best federal programs. ever devised-*one 
that .helps people and is fully repaid With iptereet* It may well be an example of one of 
the best financial aid programs available for college students. On my own campus. 
Central Michigan University, we just obtained a $2.47 million ban for energy conservation 
projects that will save our students $20. million over the next' 10 yeard. We actually 
reduced our room and board rates last year. * 

Also, we could nU be happier with the current administration of the program by the 
Department of £<iUcation. Originally, the program was' administered by HHPA in the SOs 
and 60s, and later by HUD. The Department of Education began administering the 
program in June, 1981. and have done, in my opinion an outstanding Job lor which they 
should be complimented rather than criticized* I have worked with the program since 
1963 and I thought another view might be useful to your^oommittee. Also attached is an 
article I wrote which gives some additional history. ^ \ 

u ^ . ' \ 

Please make this letter a part of the record 61 the May 15 subcommittee hearing. We want 
to do what we can to set the reco/d citraight*-the program has been well managed, it is an 
excellent federal program and residenoe halls are an important and integral part of the 
total educational growth and developmei\t of students. The residence hall role on 
carrtpuses|la one of "Education for Living". I sometimes wonder if anything is more 
important^'than learning to work ajld live with all people. Any support your committed can 
give this program will be greatly ajpfpreclated by America's college students* 

• 

Sincerely, 



Jerry Quick 
Liaison, College Housing Loan Program / 

Association of College and University Housihg Offioers--International 
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College Housing Loan Program: 
• Past, Present, and Future 



JEflRY QUICK 



Tii(« i V of (he Houiing A^t of 19S0, at airwnded, auihoriied ihe 
fedenV^vernmem lo aiiiii Iniihuliom of higher education, 
through long'ierm federal loam (of up lo forty ytan), in ihe 
coniiructton or rohabiiitaiton of evidence halli, dining haiii, 
Uudeni unions, infjrmariet, and family houilng. Thi» provhion 
allowed univerfity adminiitratori lo coniider five lypet of 
financing for houiing and food service faclliiiei; (1) govern - 
meni appropriation!, {2) gifli and granii, ()) revenue bondi, 
|4) federal loan>, and (S) a combination of ihete lourcei. in 
19)6, Pretident f iienhower adviied the Hooting and Ho roe 
finance -AgerKy adminliiraior. ai follows: "You should launch 
a vigorous program lo etpedlte construction on some 
f}00/XX).OQO in college housing loans on which planning is 

- complete or substantially under way and which have not yet 
been placed under construction. To th|s end you should 

' undeitake. in cooperation with the governing officiah of 
ap^icant insiituiions. lo assure that there h no avoidable delay 
in jhe fommencemeni of consiruaion on college housing 
plogram proiects. irt ihis case, again, federal advances for 
runsiruciion should be used lo the eiteni necessary to 
accomplish this f^rpose." This seme of urgerKy on ihe part of 

^ President Eisenhower, as well as the rapidly expanding enroll^ 
r/^nii at colleges and universities «ctos> the country, led to 

, rapid conftruaion of housing and foodiervicefatllitlfft In the . 
19SfH aiMl i960s. TKe program, ger>erally known «s the College ' 
Housing Loan Program, was origirtatly administered under the> 
HoMMjig and Home Mnance - Agency (HHFAh which- Uler'. 
became the Oepa'f tment qf ffouiing andXirbart Devefopment . 
(HUD). Thh past year, the program was Uins^erred l6 th$ r>ew 
leideral Department of Education. HoWever^ HUD ^vill'con- 
tinue 10 administer iht^ program tJntll.such tlmje is thv ' 
Department of Educition is prepared to absorb the function. 
The Complete transfer h anticipated 10 take place In |urie/l961. 
■ X^ndti the4irect ioan progrart, the Secretary of the Depart- 
ment of HouUrig and Urban Deveiopment, utllKfng borrowing 
luthomy from (he Treasury Department, pu/dme» reveniMt , 
bonds tiiued by eligible borrowed, is defined i% title IV. . 
ptneraiiy. the k^m alfnonixed over fwty years with a 3% .. 

- interest rate and can cover 100% of the cost of a profeh..HUD 
yequires and obtains all pledges and seciMiies customarily 
' /stocMted with jKivate- market bond financing. Many of ihe- 

bonds orlginafly purchased by HUD were'later resold Qnliihe 
■ private market. » -. 

In the CAH'df a private school, securhy is generally ^atiffled 
' . '..\jy i mortgage on the completed project, arHf/or'tahd when 
deemed necessary, and by a pledge of proiect.revenues'jind/or 



other revenues. liYaddition.thereisageneraletMigaiiononihe 
part of the-bcirroKjng institution. Public schoqhuiuaily pledge 
only project revenues, sirKe the good faith and^redlt of iht 
state is considered sufficient security for the iovestmeht. 
. Alter HUD purchases the boni^^ngle, reghtered, or 
^oupon—they are sent to the Federal Re««rve Bank in Rich* . 
mond, Virginia, (or safekeeping. The Federal Reserve Bank «lso 
acts as fiKal agent for HS)D by sending bills and colcciing 
payments, and it provides reports on the flatus of the program 

■ and bonds on a nnortihly ahd quarterly bash. 

The controlling loan documents used are; (1) trust inden* 
lures, for private schools, which require a irintce bank; 

bond reiolu lions, for public schooh; with the treasurer of • 
the school as trustee; (3) loan agreerrtenis, lor both private and 
public schools; and (4) a note-mortgage, which, in somecaiet. ■ 
ntay be used to secure the Idan. These documents specify ihe 
terrm and condhions o( the loan artd are biisding on all parties ' 
corKerned, In addition, HUD has issued a Cof/ege Housing 
Handbook and lias publhhed regulations to clarify ihepoHciei 
and procedures. For example, HUD exercises the right to 
remedy* defaulti in loan modifications through the trustee 
bank, artd only the central off ice has the authority to approve 
such aalons. ^ 

Many onlversitles make use of what is commonly known as 
"pyramid financirtg." This Is really systermvide financing, or 
open '^rtd financing, through which all of the existing housing 
facilities on a campui or In a-mult (campus system, debt free and 
otherwise, are tnought under a single ope; aiing sysiehi, with 
the earnings of the system, including those of the propostd 
projects, pledged to amoniie the bonds. Both the bond issiAl 
sold'privately and ihe issues sold to Ihe government haveeqiial 
daifT) on the revenue of Ihe entire system. Another important 
feature of thh form of financing is that provision It made for 
future bonds to he issued under whtt h known at "open<«nd 
.Indentiirel," Whenever the financial position of the operating 
.system-will permit if.- It was thh latter feat u re ifiat provided the 
fieiiblHiy colleges and irnlyersiiies needed .to meet the de> 
mind fbr housing and dining facfliiies at enrollments kept 
inctoasing in the 195(I> and 1960s. ^ 
Through ihe year 19^, the direct loan program a bond 

- -: portfolio that cgn^isied of apprORimAjely 1.250 borrowers, with 
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),2M loan* having an outiranding balance of t3-blMK>n: lfi>« 
public tecioi had 9S4 loapt valued ai tt.2>bilUon. and the 
private tec tor h^d 2,25S ioani valued at tl.O-billion. These loans 
repriHented Hi^JM revdence hail units and 29M0 hospital 
units ((ood-iervke and itudent- union, facliittct are not in> 
duded *n these figures). Since 1977, no new federal monies 
have been appropriaied for Idani, but |44S*/nMllon has been 
made available from repayments received on previous (ooni. 

Under the direct loan piosram, appfoiirfiately t160'million 
in pfincipai and interest is paid bacJi annually to the Treasury. 
There H no legislative authority to forgive any part of the 
irtdebtedrtess. to write down the loan, or to discount the 
bond) in ie<^.nt yean, approxim^u^r or>e half of the amount 
of ih« annual repayirtenH has been made available for rww 
loans, the batarKe of the^epaymenii has been used to retire 
outstanding bonds and to offset zoi\<^i admintstering the 
College Housing loan Piogram. Congress has to authoriie the 
revolving. fund use of the lepayments for loan purposes each 
year, tt has the option, of rbupe^of having the entire tlfiO* 
million repaid directly to the Treasury. 

The delaJli rate on the direct loan program, hai bech less 
than 1% Coileges and universities have an eiicellent history of 
repayment -probably the highest ot any group in a federal 
' loati proRram Cunently, the total amount of loans 6utstand> 
irtg eicreds SJ billlop. with only t20-nnillion in loans over- 
due ( 07%) 

tn addition to the direct loan program, there are-some 450 
interest grants- iinterest subsidies) in support of some WfiO- 
million m piivate-maiket bond sales. Grant paymentvaremade 
lemiannually ar>d total $22>mlllion a year The grant agree* 
Menti have a retail provision thatthegovernrrwntcaneierctse - 
In ordei to obtain more favorable Interest ratev ThelxH rowing 
Juthoiily for thn program was rescinded In fiscal year 1974. 

Up to 25% of the $A5-rhillion available lor college housing 
loans in fiscal 1960 was res«rved for reHabllltation to reduce 
fuel coniumption or other operating costvof enisling elieible 
housing ind telated dining facilities. The balance vent focnewf 
constiuaton or lor |he acquisNloiror rehabilitation pf student 
houiing apd related dining facilities to alleviate' a current 
studenhhouiing shortage. It arty money remained after the 
above two pr rority categories were filled, provision was made 



for the comtrualoA, acquisition, and. rehabilitation of faculty 
housing. In the category of new comlruction or acquisition of 
student housing, up to 30% of the loari funds werereseryed for 
institutions with full-time enrollments of fewer than 3,000; 20% 
for institutions w)th enrollments of 3,000-4,999; M%fot instltu- 
ttom with enrqllipenls of S,000-S,999; and 10% for inititutiom 
with enrollments of 10,000 or more. Nat less than 10% of the 
total fur>ds available were reserved for historically bUdt 
colleges. 

What is the future of the College Housing Loan Program?. . 
Energy conservation and rehabilitation of fKiliites will cori^" 
tinue to be the ernphasis of the program, sirKe the age of most 
of higher education's facilities is approaching twenty years. The 
real future of the program tnay be determined by how well ' 
housing officers across the country articuUte.ih«kr needs and 
coTKerns to the Department of Edtfcatlon and to their senators 
arid representatives in Congress. It b impbrtani to point out 
that no new money is required*Ht is only necessary to recyde 
the eMisting lyioney that li being repaid by unlvertHles. Current 
interest rates prohibit most schooH from borrowing money on 
the open market for new construction or rehabllliatkin. 
Significant sums of money are 'going to be required In the 
future to rehabilitate buildings that are twenty years old or 
older. Buildings are also going to require eitenslve remodeling . 
to rtwet the chartging needs of 'the students of the 1900s. 
Unforturiately, too, most residerKes and dining facilities were 
built during an era of cheap energy and will require much 
retroflning to meet the current rseed for energy conservation. 

The College Housing Loan Program h exhting now cmly 
because housing officers have be«n vocal in' their support of 
bihe program. M Is essential that they be even rnore aggrcish^ in 
expressing their strong suppon and urgent need for continua* 
tion of the program. There h a new Oepartmcnt of Educatloa 
and a new appropriatlom subcort^^tee |o educate, and • 
housing officers must do the cducafing. The continuation of 
the College Housing Loan Program is vital to utisfy the housing 
needs of students In the 1960t. It is perhaps otse of the best 
federal pto^fm ever devised— one that helps people and is 
fully repaid with interest. Housing officers must show strong 
suppon for the program if theyeipca it to-be continued. 




